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OF 
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CHAPTER X 

FROM THE RENEWAL OP THE BANK CHARTER IN 
1800 TO THE ACT FOR THE RESUAIPTION OP 
CASH PAYMENTS IN 1819 

1. Sooa after the year 1800 a remarkable phenomenon began 
to attract the notice of persons who had paid attention to the 
Currency. We have just seen how lamentably deficient the 
‘harvest of 1709 had been, and the enormous quantities of grain 
it became necessaiy to purchase. The autumn of 1799, and the 
ensuing winter, were equally unfavourable as the preceding had 
been to all descriptions of farming operations. The spring of 
1800 was exceedingly wet; and, in the middle of the harvest, 
heavy and continuous rains set in. In conae«iuence, the harvest- 
time was even more calamitous than the preceding one. In the 
north part of the island the crops were a total failure. Notwith- 
standing that the unprecedented quantity of 1,242,007 quarters 
of wheat wore imported, prices continued to rise to a famine scale. 
The public peace was with difficulty preserved, and in November, 

m. ii B 
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whon rarlinmcnfc mot, the comitry was in a very alarming con- 
dition. Parliament pursued the usual course, recommended the 
most stringent economy in the consumption of provisions, and 
offered to guarantee lOOs. a quarter to all who imported wheat. 
In spite of all these measures, wheat rose in March, 1801, to 
15Gs., barley to 90s., and oats to 47s. In the autumn of 1799, 
failures of groat magnitude took place in Hamburg ; 82 houses 
came down with liabilities amounting to i!2,.500,000. In con- 
sequence of these, discount rose to 15 per cent. Under the 
iniluenoe of the enormous sums of money that had to be sent 
abroad in purchase of grain, the attraction of this high rate of 
discount, and other causes, the exchange on Hamburg, which had 
stood so high for some years, fell in January, 1801, to 29‘8, being 
upwards of 14 per cent, against England 

2. "We have already seen that, in the great monetary crisis 
of 1C96-97, it was universally acknowledged by Parliament and the 
most eminent merchants, that it was the bad state of the coinage 
which produced the great rise in the market price of bullion, and 
the heavy fall in the Foreign Exchanges ; and we have seen that 
the restoration of the coinage immediately rectified the E.xchango. 
At that time Bank Notes were not a legal tender, and the language 
invariably applied to them, when their current value differed from 
their nominal value, was that they were at a discount. When the 
men of that day saw that the Bank Notes were a promise to pay so 
many “pounds” on demand, and when they saw that the persons 
who issued them were unable to pay that number of pounds, and 
that no one would give that number of pounds for them, they 
never used any other expression regarding these facts, than that 
the notes were at a discount. There is no trace of any one having 
thought of saying that it was the notes that denoted the pound 
sterling, and that bullion had risen. When the reform of the 
coinage took place, and the Exchanges were simultaneously rec- 
tified, it was said that the reform of the coinage caused the 
restoration of the Exchange, and numerous merchants had written 
pamphlets to combat a delusion which was rather prevalent among 
some persons, that Bullion, as a commodity, could have a different 
value to Bullion as Coin, except on account of the depreciation of 
the coinage 
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8. Adam Smith had laid it down as a principle that any 
permanent difference between the Market and the Mint price of 
bullion must be necessarily caused by the condition of the coinage 
itself ; and Hume had observed that the Exchange never could 
vary but little beyond the cost of the transmission of specie. All 
these fundamental truths, which are as pure matters of de- 
monstration as any proposition in Euclid, had been discovered and 
established long before the period we are now speaking of 

4. Such were the truths established, when a Metallic Currency 
was the only one thought of, in estimating value. Bub at this 
time a new principle was introduced — there was what was sub- 
stantially an inconvertible Paper Currency. At this period 
most men’s ideas were transferred from the Metallic Currency to 
the Paper Currency. Ever since the issue of £1 notes people 
thought of them, when they spoke of prices, as being so many 
pounds. When the suspension of cash payments first took place, 
there was a general expectation that the Bank Notes would be 
depreciated, but the general resolution of bankers and merchants 
to support the credit of the Bank, the determination of the Gro- 
vernment to receive Bank Notes in payment of taxes, at their par 
value, and the great caution exercised by the Directors during 
the first few years after the restriction, had removed all these 
apprehensions, and, for some years. Bank Notes circulated at par 

5. At this time, however, phenomena occurred which directed 
the attention of many persons to the state of the Paper Currency. 
The market price of standard gold, up to September, 1799, had 
continued at £3 17«. 6^. per ounce, and the price of foreign gold 
in coin had been somewhat higher, on account of its greater use as 
coin than as bullion. But in June, 1800, the price of foreign gold 
experienced a sudden and extraordinary rise : it rose to £4 5^. per 
ounce ; silver rose 5s, Id, per ounce ; and the Foreign Exchanges 
fell below par. In January, 1801, gold and silver had each risen 
Is, per ounce, and the exchange at Hamburg was 29s, 8d,, being 
a depression of 14 per cent, below par. But the expense of trans- 
mitting specie to Hamburg was estimated not to exceed 7 per 
cent.; and, consequently, there remained a difference of 7 percent, 
to be accounted for 
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6. It was at this time that the great and palpable truth wa« 
discovered, that if a deterioration of the coinage produced a rise of 
the Market price of bullion above the Mint price, and a fall in the 
Foreign Exchanges under a Metallic Currency, then that the opposite 
proposition was also necessarily true. That under a Paper Currency 
which was only the representative of a Metallic Currency, if the 
Market price of bullion the paper price) exceeded the Mint 
price, and the Foreign Exchanges fell beyond the cost of the trans- 
mission of specie, that excess could only arise from the depreciation 
of the representative of the Metallic Currency, and, thex’efore, that 
when these circumstances occurred, they infallibly indi- 
cated that the Paper Currency was depreciated 

7. We are not certain to whom the merit of the discovery of 
this great and important truth is due. If he had not the actual 
merit of discovering it, Mr. Walter Boyd was certainly one of the 
first to proclaim it, and call public attention to it. It was enforced 
with much greater ability and clearness by Lord King, and with 
not so much distinctness by Mr. Henry Thornton, in his Ingiiinj 
^77 to the Effects of Pa;per Credit To these three writers, however, 
as far as we have been able to ascertain, the merit is due of estab- 
lishing this principle, which is as important in the subject of 
■Currency as the Newtonian law of gravity is in astronomy 

8 . The preliminaries of peace with France were signed in 
October, 1801, at London, and the definitive treaty at Amiens, 
on the 27th March, 1802. The restriction on cash payments 
expired of itself six months after that event; but, though the 
Bank declared that its coffers were well supplied with specie, and 
that it was anxious and ready to resume payments in cash, the 
Chancellor of the Exchequer, Mr. Addington, brought in a bill 
on the 9th April, 1802, to continue the restriction till the 1st of 
March, 1808, which was passed. The arguments alleged in 
favour of this measure shew a wonderful decline in financial 
knowledge in the Government of 1802 compared to 1G96. At 
the latter period the great reason alleged for the reformation 
of the coinage was the adverse condition of Foreign Exchanges, 
and the rise of the Market above the Mint price, caused by the 
depreciation of the Currency, Notwithstanding the vehement 
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opposition of the enemies of the Government, we have seen the 
triumphant success of the re-coinage, whicli restored the public 
credit and the Exchange. The sagacity of a Montague would at 
once have seen that the adverse state of the Exchange, and the 
high price of bullion, were entirely owing to the depreciated state 
of the Currency, and that the only method of restoring them to 
par was the immediate resumption of cash payments. So great, 
however, was the ignorance upon the subject, that the fact of the 
exchange being adverse was the very reason alleged why cash 
payments should not be resumed ! Sir R. Peel said the course 
of exchange was, at this moment, against us all over Europe. 
Mr. Addington, in bringing in the bill, said — 

‘‘It cannot be necessary for me to inform the House that the 
Rate of Exchange between this country and foreign parts is disad- 
vantageous to ourselves-- that the export trade has been for some 
mouths at a stand, that while the Rate of Exchange is disadvan- 
tageous io an augmentation of the circulating cash would create 
a trade highly injurious to the commerce of this country. For 
several months giast, there has been a trade carried 07 i for purchase 
of guineas iviih a view to eoiportation. It is on these grounds tliat 
I submit to the House the expediency of continuing the restriction 
with regard to the cash payments of tlie Bank ” 

“Why, these were the very reasons why a return to cash pay- 
ments should have been made without delay! The reason ^\hy 
the trade of buying up guineas was going on was just because 
of the redundant quantity of paper; the paper “promises to 
pay ” were falling in value as compamd to the guineas, and, as a 
necessary consequence, guineas were exported, and, so far from a 
return to cash payments augmenting the circulating medium, it 
would infallibly have considerably diminished it by making the 
Bank reduce its paper issues. It was because the prices of articles 
were so high in this country that the export trade was unprofit- 
able, and a reduction of the Bank notes would infallibly have 
compelled such a reduction in prices as w^ould have facilitated the 
export 

9. The result of this extraordinary amount of financial error 
could have been easily predicted. The circumstances of the 
country did nob improve, as the Mini; try had taken the moU 
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effectual measures to prevent them doing so. In February, 1803, 
Mr. Addington had to come forward again to prolong the re- 
striction. He said that the reasons which suggested it were too 
strong, and the necessity too urgent, to be resisted. The re- 
striction was continued last Session because the Exchanges were 
adverse— the Exchange at Hamburg was then at par— that witli 
Amsterdam adverse. Upon these grounds, he said, it was ex- 
pedient to continue the restriction, until the progressive advance 
of our commerce would produce such a steady inclination of the 
Exchange in our favour, as to render it safe to resume cash pay- 
ments. That the scarcity of the last three years had made it 
necessary to export twenty millions of bullion in payment of corn, 
and until that came back cash payments could not be resumed. 
Mr. Fox said that such a mode of arguing went to esf.n.’hliah it as 
a general axiom that, whenever the Exchanges were adverse, cash 
payments of the Bank ought to be suspended; and then he 
touched the right point. “ Perhaps, even, it might happen that 
the unfavourable turn of the Exchange against this country 
migU le owing to the vmj restriction on the Banh.” Anri he 
said — 

“ In 1772, or 1773, when there was a great quantity of bad 
money in the country, the course of exchange was then also 
much against us, but when, in the room of this adnlterated 
money, good gold was substituted, the consequence was that the 
Exchanges turned almost immediately in our favour. As long as 
our Currency continued bad, the exchange was against us, so it 
is now, leeause paper is not much letter than lad gold; as it is 
attended with the same inconveniences. May it not, therefore, 
be expected that, as in the former case, when our Currency was 
amehorated, the course of Exchange turned in our favour, so also 
if the Bank now resumed its cash payments, the same favourable 
circumstances might attend the change ? ” 

The trace of truth thus hit upon was not followed up ; and, 
while the directors of the Bank alleged that they were perfectly 
able to resume cash payments, the Ministry enforced a continued 
restriction upon them, for political reasons, until six weeks aft(‘r 
the beginning of the next Session of Parliament. In the Lords, 
Lord Pelham said that the idea of renewing the restriction ut 
the present moment originated solely with the Government, who 
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had had no communication with the Bunk on tlio matter. The 
great truth duubtingly hinted at by Sir. Fox, was much more 
strongly and fully stated by Lord King and Lord Moira in the 
House of Lords. The Ministry complained that the importation 
of bullion was hanging fire ; was it not plain that the reason was 
that its value in this country wa.s depreciated by the plethora of 
IKiper ? and the true way to attract it was by diminishing the 
cpiuntity of the paper, and so raising the value of the gold. The 
bill was carried without a division 

10. If the resumption of cash payments was unadvisable 
under the preceding circumstances, the untimely end of the short 
and feverish peace in 180;' rendered it still more impracticable: 
and, immediately upon the opening of the Session, a bill was 
brought in to continue the suspension. We find it stated that 
the lioarding of guineas had been going on to such an extent, 
that it was with the utmost difficulty that they could be procured 
for the common purposes of life. The Chancellor of the E.xchcqner 
talked of tho baseness of sucii a practice, which was inconsistent 
with public B[)irit and the duty of a good citizen. Precisely the 
same language had been hold by the revolutionary loaders in the 
tribune of the French Convention regarding assignats. Tho 
debate in the Lords produced some o.\celleut siieechea. Lord 
(Irenvillo, who had been of the Cabinet who proposed the sus- 
pension originally, now gave very c\ ident signs that his opiniom 
was very much altered, and sevei’ely eensuivil tho attacks of tho 
(fiianccllor of the Excheipier upon tho.so who prefemd to keep 
their guineas at home. Jiord King now gave the clearest enun- 
ciation of the princ!ple.s of a Paper Currency, which had before 
lieen rather feebly hinted at. Ho said — 

“ The natural and only true limit of every Paper Currency 
was the power of eompelling payment in specie, at the will of the 
holder. A Paper Currency, not convertible into siiecie, had no 
rale or standard except the discretion of tho persons by whom 
it was issued. To determine the quantity of currency necessary 
for circulation wus in all cases a diliicult and delicate problem. 
A very siriet attention to the price of Bullion, atid the state of the 
Foreiyn Ercluimjes, was alone capable of affording a jmt ariferion 
by which the quantity could be truly ascertained. Without a. 
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perpetual reference to these tests it was impossible to maintain 
the full value of the Currency. That the Bank directors had 
failed in the performance of this duty was evident, frona the 
enormous increase in the quantity of their notes, and the jp^’cat 
derangement which had taken place in the price of silver and the 
Foreign Exchanges since the period of the restriction. He Siiid 
that the excessive quantity of Bank notes, by raising the Market 
price of silver above the Mint price, was one of the causes of the 
present scarcity of the silver coin ” 

U. The Act which restrained the Bank of England from 
paying in specie also enacted that country bankers should be 
liable to discharge their notes in Bank of England paper. Hence 
the very same rules applied to the issue of the country banks, 
where paper was converted into Bank of England notes, as 
formerly applied to the Bank paper when convertible into specie ; 
and the country Bank paper was based upon Bank of England 
paper, just in the same way as the latter had been based upon 
specie. So the Directors of the Bank not only controlled tlicir 
own issues, but those of every other Bank in the country, and any 
excess of paper issued by them was immediately multiplied and 
propagated throughout the kingdom 

12 . The facilities of communication with the metropolis, 
even in that age which we are now accustomed to consider as 
slow, as compared with bur own, were sufficient to prevent the 
depreciation of a local currency in Great Britain, at least since 
1765, when the Scotch notes were depreciated, on account of 
certain conditions they contained impeding their payment in gold 
on demand. But Ireland, from the distance of the sea passage, 
and the difficulty of access, might he considered as a foreign 
country ; which resemblance was further promoted by its having 
a Currency of its own, distinct from that of Great Biitain. The 
Irish shilling in those days contained 13 pence, and as the pound, 
both English and Irish, was 240 pence, a slight calculation will 
shew that £100 English=£108 6s. 8d. Irish, Hence the par 
of exchange between England and Ireland was called eight and 
one-thii’d 



PALI, IN THE IRISH EXCHANGE 


9 


13. Although there was no run upon the Bank of Ireliind, 
and the Exchange with England was favouralilc, and bullion was 
flowing in, the Bank of In‘land was din'ctcd by Parliument to 
suspend its payments in cash at the same time tis the. Bunk 
of England, and an Act was passed by the Irish Parliament 
containing analogous provisions to the English Act 

14. Ever since the year 1794 the Exchange at Dublin on 
London had been uniformly in favour of Dublin, standing usually 
about £7 lOa. In the first three months of 1707, it rose so high 
as £6 148. 9d. ; in the second three months it rose to £(! 7s. M.; 
and in the third period of three months, it attained the very gi-eat 
height of £5 18s. ItW. ; the highesit it slttod at on any day being 
£,') 10s. From that pericul it liegan stoitlily to de<'line, and it 
continued to fall progressively through each year, until in Jimuaiy, 
1804, it reached the extraordinary depression of £18. No guineas 
were to he had for Bunk of Ireland notes, except at a prcuiimn of 
2s. 4d. or 2s. Gti. This enormons depression was notiwd by Lord 
Archibald Hamilton, on the liJth February, 1801, in the debate 
on the Irish Bunk Restriction Bill. He stated that, when the 
Restriction Act passed, the issues of the Bank of Ireland wore 
£(>00,000, whereas now they were £2,700,000. He said that 
between Dublin and Belfast, though not more than 100 miles 
apart, there was a difference in the Exchange of 10 per cent., and 
that in the B.\chango with lamdon it Wiis sometimes as much as 
20 per cent, against Dublin. That gold com rose in value just in 
proptwliou as paper wiw depreciated 

16. This great disorganisation of the monetary husiness 
between the two countries at length cxcitwl the serious attention 
of Parliament, and, on the motion of Mr. Foster, a Commitleo 
was npiwinted “ to ijM|nire into the cause of th(> present high rate 
of Exchange iKitweon (Jreat Britain and Ireland, and the state 
of the Ountiucy in the latter kitjgdoin.” The Ooimuittee con- 
sisted of Mr,' Foster, Lord A. Hamilton, Lord Henry Petty, 
Lord Folkestone, Mr, Pitt, Mr. Fox, Mr. Grey, Mr. Rose, Mr. 
Canning, Sir W, Pulteney, Sir J. Newjjort, Mr. J. 0. Beresford, 
Mr. Sheridan, and Mr. Drogden 
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16 . The circumstances which gave rise to the appointment 
of this Committee and its report, are deserving of great attention, 
as they are the first regular investigation by Parliament into the 
theory of the Paper Currency, and they were the antetype of what 
afterwards occurred in England, and gave rise to the appointment 
of the Bullion Committee 

17 . The Bank of Ireland sent two of its Directors to be 
examined as witnesses, Mr. Colville and Mr. D’Olier. Mr. Colville 
stated that the issues of the Bank notes at the time of the re- 
striction were between £600,000 and £700,000, but they were 
now about £3,000,000; and when asked the motives for such 
an extraordinary increase, said that the Exchange became ex- 
tremely adverse about two years after the restriction : the money 
of the country was carried out of it, for the purpose of paying 
the balances of remittances ; and, consequently, as the medium 
of gold decreased, it became necessary to s%i]p;ply its place with 
paper. He said that, after the restriction, it was necessary to 
supply notes for the payments that w'ould have been made in 
guineas, and this amount he placed at £1,200,000. He admitted 
that before the restriction, whenever there was a drain of gold 
from the Bank, they were in the habit of diminishing its issues 
to strengthen themselves against the continuance of the drain. 
That whenever the Exchange was unfavourable, the necessity for 
self-preservation compelled them to reduce their issues, and that 
this limitation was for the purpose of lessening the drain of 
guineas. But he said that it was generally thought that the 
extension of paper in Ireland was the cause of the high Exchange, 
but, in his opinion, it was directly the reverse, inasmuch as far 
as the circulation of paper has supplied the circulating medium, 
it enabled the gold which before stood in its place to be exported 
out of the country, and so far was a clear and decided cause 
of preventing the Exchange getting to a higher pitch ; and he 
said that it must appear that his opinion was that the circulation 
of Bank paper in Ireland was in no shape the cause of the high 
exchange. He said that he clearly and decidedly considered the 
sole cause of the high rate of Exchange to be that Ireland owed a 
great deal more money than she could pay. He considered the 
true criterion of such balance of debt to be the state of Exchange 
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k'hvccn Dublin and London, and London and Dublin. i*hat 
wlu'n the E.’tohanj'o was considvmbly above par it was said to bo 
agiiinst Ireland, and in that eaw certainly at that time Ireland 
owes nion' money than she is able to pay. Mr. Colville repeated 
these Opinions several time.s : more often than it is nccessjiry to 
(piote. "When pre.'^sed with the, (|nestion whether the Eatcsof 
HxclmiiKe misht be influenced by the value of the medium in 
which the balance of debts was paid, as, for instance, if it were 
paid in degraded or adulterated coin, he admitted that it might 
be so with respect to com, but he denied that such views in any 
way applied to Bank of Ireland paper. Mr. D’Olier coincided 
with these views, and attributed the state of the Exchanges to the 
same causes. When asked whether it was possible, in any case 
wiiatever, for there to be such an augmentation of inconvertible 
Bank paiwr as to diminish its value in exchange for goods, 
although the confidence that they might be paid off at some 
remote and indefinite period might be maintained, he said he 
thought it possible, but not prolMible. He said — “ I have heard 
it stated that because gold is bought at a premium, that, there- 
fore, Bank of Ireland no‘es are by so much depreciated, and at 
an absolute discount as to the amount of that premium. That 
W!i3 not the proper way to look at the question. The circulation 
said to be depreciated must first be proved to have become 
burdensome to the holders, and bargiiins to have been made by 
imnece,ssary purchasers to get rid of that which they found 
inconvenient, or wore apprelum.'-ivc to hold. The mere buying 
of gold at an advance(l price bt'yond that of the Mint, is the 
eflcct, and not the cause, of the Exchange, and, therefore, no 
prtK)f of the depri'ciation of the pajter itself.” As both these 
witnesses mainliducd that the Exchanges might be depressed to 
any extent by the mere fact of debts being due by the country, 
it is much to lie regn-tted that the Committee did not ask them 
if it were possible, in their opinion, for the Exchange to bo 
depressed Iteyond the limit of the expensi' of the transmission 
of bullion, and, if so, how it could be possible ? 

18. The de.scription given by the witnesses of the state of 
lli(! Metallic (’urreney was most astonishing. Mr. D’Olier bad 
some of it weighed. The huso currency took about to the 
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pound weight ; the Mint silver which was in circulation, was very 
scarce and very much worn, contained 945. 6^. to the pound 
weight, whereas, when new from the Mint, it contained 625. to 
the pound weight. Of the base shillings, the best did not 
contain more than Sd,, and the worst about M. These base 
pieces were coined and sold privately to agents who had the 
means of circulating them, at 285. to 355. the guinea. When 
such was the state of the Metallic Currency in Dublin, the 
provinces in the south were even worse off. One witness stated 
that the silver Currency had totally disappeared from the southern 
parts, that the vacuum was supplied by silver notes ; that these 
silver notes had driven out the whole of the silver Currency, and 
from their increased amount, as well as the increasing issues 
of private bankers’ notes of every other description, prices had 
risen greatly. That the bad Currency had been increasing most 
mischievously during the last tvrelve months, that there W'as still 
a very good supply of good silver in the south w^hich was hoarded 
on account of these silver notes j but if they were suppressed, it 
would come into circulation again. He said all sorts of traders, 
as well as bankers, issued notes for 35. 9^^. and 65., payable at 
twenty-one days after date. He thought that the increase of the 
paper circulation augmented the state of Exchange against Dublin. 
That the premium on guineas was a proof of the depreciation 
of the Bank notes ; and that as the Exchange rose the depreciation 
continued. That the premium on guineas was then 7 or 8 per 
cent. He himself had bought large quantities of guineas at a 
premium of 2 s. each. In the north of Ireland, however, all 
bills were payable in gold ; they would have nothing to do with 
any Paper Currency, and while the Exchange on Dublin was 16 
(7 two-thirds below par) the Exchange on Belfast was 7 or 8 per 
cent, (one-third above par). He argued that, since the exchange 
in gold was favourable to Ireland, the Eeal Exchange must bo in 
her favour, and that if any considerable quantity of gold came 
into circulation it would at once tend to diminish the premium 
on guineas, and lower the rate of Exchange. However, he 
thought that the high state of the Exchange was a clear proof 
tliat the balance of payments was against Ireland annually. 
While no Bank of Ireland or private Bank notes could bo 
exchanged for guineas, except on paying a premium of 2 $, Od. 
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each, Bank of England paper bore exactly the same premium as 
guineas, and were received in every transaction as equivalent to 
guineas. And yet the directors of the Bank of Ireland main- 
tained that their notes were not depreciated 1 

19. In the north of Ireland, where nothing but gold was 
current, and paper was tabooed, the Exchange at Belfast with 
London had always continued favourable to Belfast, and even 
while the Exchange at Dublin was progressively sinking, the 
Exchange at Belfast continued to rise; thus, the state of the 
Exchanges during the years 1803 and 1804, when the Committee 
were appointed, was as follows : — 


1803 

Dublin 

Belfast 

Average of 1st quarter ... 

£11 

1 

9 

£7 

12 

6 

2nd 

13 

8 

11 

8 

8 

8 

3rd 

15 

17 

0 

7 

12 

6 

4th 

15 

8 

7 

5 

12 

6 

1804 







January 27th 

18 

0 

0 

6 

0 

0 


There was, therefore, at that time, a difference of 12 per cent, 
between the Exchange at Dublin and at Belfast. Consequently, 
if the opinions of the Directors of the Bank of Ireland were true, 
enormous payments were being made from Dublin to London, 
and a balance of payments was due from London to Belfast. 
However, Mr. Marshall, the Inspector General of Imports and 
Exports at Belfast, held a very different opinion with respect to 
Irish Bank notes, for he appends to the table of Exchanges 
prepared by him this note — 

‘‘It has certainly been heretofore held as a maxim of com^ 
merce, that the balance of trade has in a great measure regulated 
the Rate of Exchange ; and if specie was equally in circulation in 
England and Ireland as formerly, the criterion would, no doubt, 
still be tolerably just. But ths issue of jpaper in Ireland is so 
great as to make it subject to a heavy discount^ whilst in England 
it circulates without any depreciation at all. I imagine the Rate 
of Exchange between the two countries^ therefore^ is very much 
influenced by the rate of discount on Irish Bank notes ” 
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20 . It is scarcely necessary to observe that if the opinion 
of the Directors of the Bank of Ireland were true, that the Rate 
of Exchange at Dublin on London was due entirely to the heavy 
debts due from Ireland to England, their townsmen must have 
been great simpletons to purchase bills on London in Dublin at 
such an enormous sacrifice, when they could have got them at 
Belfast 10 to 12 per cent, cheaper. But it appeared that specie 
was at a premium of 10 or 12 per cent, in Dublin, so that the 
bills, when paid for m oash^ were exactly the same rate in Dublin 
and Belfast 

21 . In order to test the fact that the Rate of Exchange was 
due to the excess of payments owing by Ireland, the Committee 
had evidence on the subject, and it appeared most decisively 
that so far from the balance of payments being against Ireland, 
there was a very large balance in her favour. The witnesses 
differed as to the precise sum, but they agreed as to the fact 
of there being a large sum due to Ireland, and, consequently, that 
the Exchange ought to be in her favour, which was jprecisely the 
case at Belfast, where payments were made in ^ecie. With this 
incontrovertible evidence before them, the Committee did not 
hesitate to express their conviction that the real balance of 
pecuniary transactions was greatly in favour of Ireland, and 
that, consequently, the Real Exchange was and ought to be under 
par, and that they felt themselves compelled to seek in other 
causes than the balance of debts for the unfavourable Exchange 
then existing between them 

22 . We have already seen that when in 1696 the silver 
coinage was being recoined, a difference arose between Bank notes 
and specie of 20 per cent., and betw’een tallies and specie of 40 
per cent,, it was universally said that Bank notes and tallies were 
at a discount of 20 and 40 per cent. There is no trace of any 
other language but that being applied to them. In the year 1804 
Irish Bank notes were exchanged for specie at a difference of 10 
per cent,, so that, with a guinea in specie, any one might purchase 
a guinea note and 2s. or more in silver. The merchants of 1696 
would have expressed such a state of things by saying that the 
note had fallen to a discount of 10 per cent. But at this period 
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a new mode of expressing ifc was discovered ; it was stoutly main* 
taiiicd tliat it was not the paper which was depreciated, but the 
guinea which had risen in value ! Thus, one witness being asked 
— “ Do you know tliat the Bank of Ireland paper is depreciated 
said — “ I am not aware of it, because I should not say paper was 
depreciated, unless there was a forced issue of it, and that it was 
offered at a discount on all occasions. I should rather now say 
that gold is increased in value than the paper is depreciated.” 
When asked — “ What do you consider to be tlie best criterion of 
the depreciation of paper currency, an alteration of its value 
compared with the general property of any country, or its alteration 
compared with a given article, viz., guineas ? he says— I think 
the first the best criterion, because guineas may bo wanted, as in 
the iiresont case, for special purposes.” It is somewhat surprising 
that the witness did not remember that Bank notes are a promise 
to pay ” guineas, and they are not a promise to pay any other kind 
of property. When asked — Do yon not conceive that the fact 
of a premium existing on English Bank notes in Ireland and 
exchanged for Irish Bank notes, affords some indication that it is 
Irish paper which is depreciated, and not the price of gold which 
is locally raised ? ” — I do not.” Other witnesses agree in these 
opinions. When we consider the nature of an Exchange, and the 
state of facts proved with regard to the Irish coinage, at that time 
we might almost smile at these ideas, and attribute them to the 
peculiar methods of thinking which are sometimes prevalent on the 
western side of St. George’s Channel ; but we shall find that when 
a precisely similar state of things took place in England, with 
regard to the Foreign Exchanges, the very same doctrines were long 
and stoutly asserted by a very numerous party in this country, 
and would probably be so again under similar circumstances 

23. There was one witness, however, who held very different 
opinions— Mr. Marshall, the Inspector General of Impoi-ts and 
Exports. He said that there were shops in the principal streets of 
Dublin for buying and selling guineas, and that the retail price of 
a guinea then was a paper guinea and 2^. He said that at the 
end of December, 1803, the price of a bill in Dublin upon London 
for £ 1 00 British was £116 105., if bought with Irish Bank notes, 
but if purchased with specie the price was only £106 105. Irish* 
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The same thing was observable in all domestic transactions. The 
man with a gold guinea in his pocket, going to market, had the 
advantage of the same premium over the man with the paper 
guinea, so he could go to a specie shop, and with his gold guinea 
buy a paper guinea and the premium ; then he had a paper guinea 
of the same value as the other man and the premium besides. 
Bank of England notes were exactly equivalent to guineas. From 
all these facts, it appeared that the Irish Bank note wanted 10 to 
12 per cent, of the value of specie. It was contended that this 
was due to the rising in value of specie, and not to the depreciation 
of notes ; but if specie had risen so much in value, or, which was 
the same thing, if commodities had fallen so low as 10 or 12 per 
cent., such a state of things could not have continued for any 
length of time, because such a degree of cheapness would have 
attracted specie from Great Britain, where it had not risen. 
Moreover, Bank notes had been issued at par with specie, at its 
current value, whatever it was, and they ought to have risen pari 
passu with it, so as to be exchangeable with it, and, therefore, 
whatever they wanted of this exchangeable property must be con- 
sidered as a falling off from their original value, or a depreciation 
to that extent. And, therefore, he was clearly of opinion that the 
Irish paper currency was depreciated 

24. After shewing that the balance of payments had been 
for a long series of years favourable to Ireland, but that the 
exchange had never ceased to be greatly depressed, he was asked— 
Bo you also mean, on the whole of your evidence, to give it 
as your decided opinion that there is and has been a depreciation 
in the paper currency in Ireland, and that the high rates of 
exchange, which have prevailed and still prevail, have arisen from 
the depreciation ? ” 

“ I do ; the high exchange in Dublin which has now continued 
for some years, must, no doubt, have arisen, like all 
other permanently high Exchanges which have 
ever existed, from the depreciated state of the 
Currency with which Bills of Exchange are pur- 
chased, and the same remedy might, perhaps, be resorted to 
with success in the present case, which has never failed to be 
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effectual oa all former occasions, namely, a removal of the 
depreciation ” 

These are the ideas of the men of 1606; wo shall find a 
long dreary period elapse before their truth was again generally 
recognised in this country. The amazing absurdity of supposing 
that the Exchange could have fallen to 118, on account of the 
balance of payments alone, can be easily shewn. "We cannot 
suppose that the cost of transmitting the specie from Dublin to 
London could have been more than £2 at most. Consequently, 
as £108 6s. 8d. was the par of exchange, if the rate of the 
Exchange fell below £110 6s. M., it would have been cheaper to 
send the specie itself. Surely, the Irish would never have lieen 
so foolish as to pay £118 in Dublin to purchase a debt in London 
of £100, when they could place the cash itself on the spot for 
£110 6s. 8«!. 

26. The directors of the Bank of Ireland had admitted that 
before the Restriction Act they were obliged to regulate their 
issues of paper by the price of guineas and the Exchange with 
London. Whether they had an unusual demand for guineas, and 
the Exchange was adverse, they had been obliged to diminish their 
issues to prevent the continuance of the demand for guineas. As 
soon, however, as they were released from paying in cash, they no 
longer thought themselves bound to follow the same rules, and we 
have seen how prodigiously they had extended their issues. They 
admitted, however, that it was a possible case, that their issues 
might be too groat, and a new theory was now advanced which we 
shall be called on to discuss at some length in a future chapter, 
but we notice it now because this appears to have been the first 
occasion it was propounded by mercantile men, Mr. Irving being 
asked if, in his opinion, Irish Bank notes were depreciated, said 
that he did not think so, although guineas were selling at a 
premium— 

“ Explain your reasons ” 

“ I am of opinion that a bank managed with prudence, would 
only issue notes in proportion to the demand which may be made 
for those notes in exchange for good and convertible securities, 
such as mercantile bills of exchange, payable at specific periods 
of undoubted respectability, founded upon real mercantile tranv 
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actions, upon Q-overnment securities, such as exchequer bills, in 
the purchase of Spanish dollars, or other bullion ; and the 
circumstances of the bank notes of Ireland being demanded for 
such good and convertible securities, I am of opinion, is a proof 
that they are not too large in amount, and that their value is not 
depreciated ” 

We shall see afterwards that this theory was adopted by the 
directors of the Bank of England. It is one quite opposed to 
that by which the Irish directors acknowledged themselves 
obliged to follow whilst they were liable to pay their notes in 
gold. Hence, if it was correct, it inevitably followed that the 
issues of a Bank should be governed on totally different principles 
under a convertible and an inconvertible paper currency 

26. After accumulating a considerable body of evidence 
upon the subject, and examining witnesses of aU sorts of various 
opinions and various professions, the Committee reported that the 
Real Exchange was in favour of Ireland, and that the difference 
between the Real and Hominal Exchange arose from the depre- 
ciation of the Irish paper. They pointed out the absurdity 
of supposing that the value of gold had risen, and not that the 
paper was depreciated. They said that the difference betw'een 
the Rate of Exchange could never vary more than the cost of 
transmitting specie from one to the other, and that any excess 
above that could only arise from other causes. They then noticed 
the enormous increase of the paper currency that had taken, 
place, since the only check against over-issue was removed, 
namely, convertibility into gold at the will of the holder — the 
great quantity of base and counterfeit coin fabricated and forced 
into circulation — and shewed that, under an unfavourable state 
of the Exchange, the paper currency had always been diminished. 
^‘If prudence had not dictated such a course, necessity would 
have compelled a diminution of issues, by diminishing the stock 
of specie which could only be replaced at a loss proportionate to 
the existing rise of Exchange, and your Committee observe that, 
in fact as well as in theory, the result of such practice always was 
and must be the redress of the unfavourable Exchange, Since 
the Restriction Act, however, the directors had acted exactly 
upon the opposite principle, when the Exchange was unfavour- 
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able, they had greatly increased their issues. Excessive issues 
of paper produce a proportionate rise in the Rates of the Ex- 
change, for these are obviously influenced by the value of the 
medium in which the payments are made and the quantity 
of that medium necessary to effect a given payment must be 
increased as the value of the medium diminishes, no matter 
whether the payments be made in a degraded and adulterated 
coin, or in a depreciated pai)er. If paper by depreciation 
comes to represent a less quantity of money than it professes to 
do, it must make the Exchange which it is to pay appear un- 
favourable, in the same manner as coin in ^^hich it were to be 
paid would have done, if by degradation it should cease to 
contain the same portion of gold which it used to do ; and 
the removal of the degradation in the one ease, and of tlie 
depreciation in the other, would have the same effect in bringing 
the Exchange to par, or whatever might be its real state ” 

27, After ivcommending several minor remedies the com- 
mittee said — ‘‘But all the benefits proposed by this mode of 
remedies would be of little avail, and of very limited duration, 
if it did not promise at the same time to cure the depreciation 

of paper in Ireland, by diminishing its over-issue 

And your Committee do, in express terms, declare their clear 
opinion, that it is incumbent on the Directors of the Bank of 
Ireland, and their indispensable duty, to limit their paper at all 
times of an unfavourable Exchange, during the continuance 
of the restriction, exactly on the same principle, as they would 
and must have done, in case the restriction did not exist, and 
that all the evils of a high and fluctuating Exchange must be 
imputable to them if they fail to do so ” 

28. They then noticed the miserable state of the silver 
coinage, or rather tlie base metal, and notes and I 0 XT's 
substituted in its place, which they sai<l was clearly to be traced 
to the unfavourable Exchange. As long a.s the Exchange con- 
tinued in that unfavourable state, all tlic genuine silver coin 
transferred itself to England, and the place of the genuine silver 
coin was supplied by these small silver notes in the country 
districts, and in Dublin, where they were not issuable, by an 

0 2 
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extremely base silver coinage which was privately fabricated in 
great quantities, all of which evils could only be cured by the 
restoration of the Exchanges to their true state, and the issue 
of a genuine silver coinage 

29, The Committee contented themselves with declaring, 
in the most emphatic terms, that the Bank of Ireland ought to 
regulate its issues by the state of the Exchanges, but it did not 
discuss the new theory propounded, that the Paper Currency 
should be regulated by the mercantile Bills of Exchange oifered 
for discount. NTo one who has paid any attention to the principles 
of the subject, and carefully considered the facts produced before 
the Committee, can fail to acquiesce in their judgment, and we 
cannot fail to remark that none of the professional witnesses, 
Le., the directors of the Bank of Ireland, or the other Bankers 
examined, had attained the smallest glimpse of the principles 
which governed their own business, and by which they should 
have directed their policy. Its true principles were clearly seen 
and announced solely by the extra-professional witnesses, and laid 
down by the statesmen who formed the Committee. We may 
suppose that fear of giving offence to their customers, and so 
diminishing their business and profits, may have somewhat 
dimmed their perception 

80. As it was evident that as long as the different Currencies 
between the countries continued, there must be an Exchange 
from the want of a common medium of payment, the Committee 
strongly recommended that the moneys of circulation and account 
should be assimilated, and that Bank of Ireland notes should be 
payable in Bank of England paper, and that the Bank of Ireland 
should establish a fund at their credit in London for that 
purpose, and that all bills should be payable at a fixed date, 
which measures had been found to reduce the Scotch Exchanges 
to par, and maintain them so ever since the year 1763, through 
all the political and commercial convulsions of the period 

31. The presentation of this report does not seem to have 
excited any discussion in the House till many years afterwards. 
In 1809 Mr. Parnell moved that the Currencies of England and 
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Ireland should be assimilated in accordance \uth the rect»m- 
mendatioii of the Committee, which was rejected without a 
division. The Report docs not seem to have been printed for 
public circulation till 182(5; but it was probably communicated 
to the Bank, and produced some efTecl upon their policy, A fact 
w^as stated by Mr. Foster in the House that in the months of 
May, June, and July, 1804, the directors diminished their issues 
from three to t^vo millions and a half, and the Excliange rose 
in August they increiised them again, and the Exchange fell. 
The Chancellor of the Exchequer (Addington) declared that it 
was a perversion of terms to infer that the depreciation of paper 
had any real effect on the Exchange. The excessive issue ot 
paper might produce a depreciation, but each country had a 
different circulating medium, and the depreciation of either 
could only have a nominal elTeet on the course of Exchange. 
Mr. Addington wholly overlooked the fact that payments were 
made in Bank of Ireland paper, and the course of Exchange 
referred to that paper. If payments had been made in silver 
coin of full weight, then it would have been true- that the 
Exchange would not have been disturbed by the depreciation 
of the paper. But the course of Exchange always relates to the 
medium in which the payment is actually made, and a depre- 
ciation of that medium necessarily causes an adverse state, in 
whatever state the other parts of the Currency may be, which 
are not the medium of payment. Of this we have s(ten a con- 
spicuous instance in 1(500, when the restoration of the silver 
coinage immediately reetilied the Exchange, altliough Bunk paper 
continued to be depreciated long afterwards, Mr. Fox, with 
premature exultation, said that lie was glad to hear that tho 
Chancellor of the Exchequer allowed that an excessive issue 
caused a depreciation, and that the House was never again to 
hear tim fantasHcal opinion that the pfijter iva$ 7wt depneiaied, InU 
the value of gold ramd. Had Mr. Fox been able to look forward 
only six years he would have found that this fantastical opinion 
not only re-appeared, but was maintained with more stubbornness 
and pertinacity than ever 

82. Such was tlie oc<^asion of the first declaration by a 
Parliamentary Committee, of the principle that the issues of the 
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Bank should be regulated by the Foreign Exchanges ; a Ootm^ 
mittee, comprehending almost all the great names of the different 
parties of all opinions. As it was not then the custom to publish 
the lists of the divisions in committees, we are nut able to say 
whether they were unanimous on the subject; but, from the 
exceedingly strong and decisive language of the Eeporb we may 
fairly infer that the opinion of the Committee was equally strong 
and decided, and that if any minority differed from the reso- 
lutions of the majority, it must have been a very small one 

33. We have not much to detain us in the few following 
years. In 1804 the scarcity of the silver coinage was so severely 
felt, that the Bank issued 5^. dollars to supply the want, of which 
1,419,481 were put into circulation. In 1806 the loan of three 
millions, which was the consideration for the renewal of the 
Charter in 1800, became due ; but the Bank was persuaded to 
renew it at 3 per cent, per annum until six months after the 
ratification of peace. In 1807 a Committee was appointed to 
inquire into the various branches of the public expenditure, 
and, amongst others, into the payments made into the Bank 
of England. In the second report are some interesting details 
respecting the connection between the Bank and the Govern- 
ment 


34. At this period political circumstances occurred, which 
led to a great derangement of the British currency, and of which 
we may be allowed to give a short summary — For ten years 
(before 1805) Prussia had flattered herself that, by keeping aloof, 
she would avoid the storm, that she would succeed in turning 
the desperate strife between France and Austria to her own 
benefit, by enlarging her territory and augmenting her con- 
sideration in the North of Germany, and, hitherto, success had in 
a surprising manner attended her steps. At once all her prospect 
vanished, and it became apparent, even to her own Ministers, 
that this vacillating policy was ultimately to be as dangerous as 
it had already been discreditable.” The state of universal con- 
tempt into which Prussia had fallen, precisely similar to that 
which she did in the Crimean War from an analogous course 
of conduct, was at last too strong even for her, and just then the 
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Emperor Alexander arrived at Berlin, and, bv his inflnonee, a 
secret treaty was signed on t!ic 8rd Xo\finber by the two States, 
to curb the aacendeney of France in Europe. Prussia bound 
herself, in the event of Xapolcon not agreeing to certain con- 
ditions to lie offered him, to declare war against him on the 
15th December, and the King bound himself by the most solemn 
oaths to adhere to his engagements. After considemblo delay, 
the Prussian Minister started for the head quarters of the French 
Emperor on the 28th. Napoleon, who was then manoeuvring in 
preparation for the Battle of Ansterlitz, but who wa.s perfectly 
aware of the nature of Haugwitz’s mission, put off receiving him 
for a short time, and sent him to Vienna. On the 2nd December, 
Napoleon destroyed the Russian and Austrian armies in the great 
Battle of Austurlitz, before the eyes of their respective sovereigns, 
and the Prussian Minister immediately rushed off to congratulate 
Napoleon on his succesaes! and to propose to him a treaty of 
Alliance by which Prussia was to seize all the continental do- 
minions which belonged to her ally the King of England. This 
treaty was signed with Napoleon on the 15th December, the very 
day on which Prussia had agreed to declare war against him. In 
the following March, Prussia, under the compulsion of Napoleon, 
issued a decree, prohibiting Britisli merchandise from entering 
any port in the Prussian dominions, thus cutting off a principid 
source of the supply of com to Great Britain 

36. Swift and sure was the retribution that fell upon Prussia 
for her matchless meanness and iwrlidy in 1805. Napoleon was 
perfectly infonned of the object of Ilaugwitz’s mission to him. 
“ You have come,” said lie, “to prcsent your master’s compliments 
on a victory, Init fortiiiio has changed the address of the letter ; ” 
and, though ho was too ainxious to forward a measure which 
would consign her to public infamy, and embroil her with Great 
Britain, he did not, nevertheless, for one instant from that time, 
pause in his determination to destroy her at the first opportunity. 
“ From the moment the treaty was signed, Napoleon did more 
than hate Prussia, ho conceived for that power the most profound 
contempt.” He proceeded to treat her ivith the most unmeasured 
arrogance, and, after a series of aggravated insults, that per- 
fidious power was astonished to discover that Napoleon was 
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Becrefcly treating with Great Britain for the restitution of Han- 
over to its lawful sovereign. N'egotiations for peace had been 
going on for some considerable time between France, England, 
and Eussia, which led to nothing. The popular ferment in 
Prussia had been increasing for a long time from her disgraceful 
position becoming more notorious and galling every day, and the 
Government, with a rashness, violence, and imprudence only to 
be surpassed by its perfidy, sent a haughty summons to Napoleon 
to evacuate Germany, This insane insult reached Paris on the 
1st October, when Napoleon was already far on his way to Berlin, 
and on the 14th, Prussia met her well deserved doom at the twin 
battles of Jena and Auers tadt. Napoleon visited the tomb of 
Frederick the Great on the anniversary of the day on which, on 
the same spot, the King of Prussia had bound himself by solemn 
oaths to the Emperor Alexander 

36 . Soon after Napoleon arrived at Berlin he issued the 
Berlin decree against British commerce, oa the 21st November. 
This decree was soon afterwards met by a retaliatory order m 
Council on the part of Great Britain, and during the course 
of 1807, a series of decrees were issued both by England and 
France, each endeavouring to outdo the other in violence, ferocity, 
absurdity and illegality, the result of which was, however, to ex- 
clude the British flag from every port of Europe, except Sweden. 
This state of hostility, the avowed object of which was the 
destruction of British commerce, led to a short supply, and an 
apprehended scarcity of every article of European production 
required as raw materials for our manufactures. The natural 
consequence was a boundless spirit of speculation in these articles; 
and, under the influence of this speculation, the prices of all the 
products of Eussia, and the East of Europe, rose to double and 
triple the ordinary figure. At the same period Spain was 
occupied by the French, and similar speculations tripled and 
quadrupled the price of Spanish wool. France, too, was supreme 
in Italy ; and the produce of that country, chiefly consisting in 
silk, rose in a similar proportion. Nor had our own conduct 
been less ruinous in other respects. The vindictive nature of the 
orders in Council had proved so destructive to the rights of 
neutrals, that a rupture with America was imminent, which 
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produced an equally specnLitive rise in the prices of Ainericuu 
products, such as tobacco and cotton 

87. Speculation in these productions was favoured by an 
expected narrowing of the sources of supply ; cireuiustantH's of an 
opposite nature came to excite still further pcrlurbntions in the 
usual course of trade. The entry of tlie French into Spain and 
Portugal had paralysed their power over their colonics, and the 
Great South American continent became from this time virtually 
independent. It had been hitherto rigidly closed against British 
commerce. On the 18th November, 1807, Napoleon published a 
decree in the Moniimr^ deposing the Ilouse of Braganza from the 
throne of Portugal, and Junot took possession of Lisbon, and the 
Eoyal Family immediately embarked for the Brazils. These 
events opened up the whole of the South American trade to the 
British, and the speculation of the mercliauts swelled in a pro- 
portion commensurate to the vastness of the markets that were 
thrown open to them. A complete phrenzy of speculation seized 
upon the nation. It spread from commerce to joint stock com- 
panies. ^ The infatuation of 1720 was reproduced. Joint stock 
companies of all descriptions, for canals, bridges, insurances, 
breweries, and multitudes of others, started up like mushrooms. 
At the same time, the Bank of England fanned the flame of 
speculation to an extent far beyond the bounds of ordinary rash- 
ness. It is stated by Sir Francis Baring, in his evidence before 
the Bullion Committee, that since the restriction he knew of 
many instances of clerks not worth £100, who hud starU^l as 
merchants, and had been allowed to have discount accounts 
of from £5,000 to £10,000, which demand, he said, was caused 
by the Bank, and^ not by the regular demands of trade, and 
w'hich could not exist if the restriction were removed. The paper 
discounted by the Bank, which had been £2,046,500 in 1705, 
rose to £15,475,700 in 1800, and to £20,070,000 in 1810 

38. Along with this extravagant speculation, partly caused 
by it, and partly fanning it, a multitude of country banks started 
up in all directions, and inundated the country with tlicir notes, 
exactly as had happened before 1708. In the year 1707, they 
had been reduced to 270; in 1808, they had increased to 600; 
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and in 1810, when the Bullion Committee was appointed, they 
amounted to 721, and the quantity of paper they had put into 
circulation was supposed to amount to £30,000,000. At the 
same time, the Bank of England had increased its issues to 
£21,000,000, a quantity declared by some of the most eminent 
witnesses far to exceed the legitimate wants of the country 

39. Concurrently with these extravagant speculations and 
issues of notes, the price of gold bullion rose rapidly, and the 
Foreign Exchanges fell with equal rapidity, exactly the same 
symptoms as had been manifested in Ireland in 1804. The 
following figures, taken at intervals, are sufiicient to shew the 
rapid rise of the price of bullion and the fall in the Foreign 
Exchange 



Price of Standard 

Price of 

Exchange 


Gold 

Silver 

witn 

Hamburg 


£ s. d. 

s. d. 

a. d. 

Jan. 1805 

••• 4 0 0 •••• 

..5 4.. 

... 85 6 

Oct. 1805 

... 4 0 0 .... 

.5 5.. 

... 88 9 

July 1808 

...no quotation — 

.5 8.. 

... 84 9 

Feb. 1809 

... 4 10 0 ..... 

.5 8.. 

... 81 0 

May 1809 

... 4 11 0 ..... 

.55.. 

... 29 6 

Jan. 1810 

...no quotation 

.57.. 

... 28 6 


40. Tinder these circumstances, Mr. Horner, on the 1st 
February, 1810, moved for several accounts relating to Currency 
and Exchanges. Mr. Baring stated that guineas then brought 
26s. or 27s. The Bullion Committee were then appointed 

41. Before proceeding to analyse this famous Beport and 
the evidence produced before it, we may observe that what has so 
frequently happened when two or more persons or occurrences 
have contributed to any result, if one of these persons or 
occurrences has been much more prominent than the rest, the 
others come, in course of time, to be forgotten, and the whole 
merit or blame is attributed to the one which has attracted most 
public attention. So it has been in this case. The Bullion 
Eeport of 1810 has, from various circumstances, attracted so 
much public attention to itself, as to have thrown completely 



BULLION EEPORT, 1810 


27 


into the shade the Report on the Irish Currency of 1801 ) and 
that Report scorns to have been so soon forgotten, that the di- 
rectors of the Bank of England in 1810 had little or no knowledgti 
of it. The circuui.stauces, however, of the derangement of tlie 
Irish Currency, niran which the Committee of 1804 sat, were 
precisely identical with those of the English Currency in 1810, 
which caused the appointment of the Englisli Committee. The 
same sets of opinions w'ere delivered and adhererl to stoutly by 
the professional witnesses in both eases, and the Report of the 
Committee in each case was precisely identical ; in each case they 
condemned the doctrines and policy of the Bank directors in the 
most emphatic manner. The RejMrt of the Committee of 1810 
is written in a more methodical and scientific form, and is 
superior as a literary performance, but the ]trincipl<'.s adopted 
and enforced in it are absolutely identical with those of the 
Committee of 1804 

42. It may he interesting to compare the composition of 
the two Committees, who at different times came to similar con- 
clusions as to the principles that slrould govern the Bank in its 
issues during the restriction of cash payments. The Committee 
of 1810 consisted of Mr. Horner, Mr. Spencer Perceval, Mr. 
Tierney, Earl Temple, Mr. Brand, Mr. Parnell, Mr. Magons, 
Mr. Johnstone, Mr. Giddy, Mr. Dickinson, Mr. Thornton, Mr, 
Sheridan, Mr. Baring, Mr. Manning, Mr. Sharpe, Mr. Grenfell, 
Mr. Foster, Mr. Thompson, Mr. ir\ing, Air. Huski.sson, Mr. 
Abercrombie. On comiiaring this list w ith that of the Committee 
of 1804, it will lie seen that there were only two membeiH, 
Mr. Sheridan and Mr. Foster, who were on both Committees 

43. The witnesses examined before both Committees con- 
sisted of the same varieties. 1. Bank directors. 2. Private 
bankers. 8. General merchants. 4. Indc|)ondcnt witnesses. On 
reading over the evidence by these respective sets of witnesses, wo 
find that the opinions given by'the English Bunk dircctore and 
merchants were precisely similar to those of the Irish Bank 
directors. The directors of both Banks vehemently rupudiated 
the idea that the Bank paper was depreciated ; they equally 
maintained that it was the price of specie that had risan ; they 
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totli admitted that, while they were liable to pay theii’ notes in. 
specie, they were obliged to regulate their issues by the Foreign 
Exchanges and the price of Bullion ; they both admitted that 
since the restriction they had paid no regard to their former rules, 
and they denied the necessity of so doing. They both denied that 
the issues of their notes had any effect upon the Exchanges, or 
were in any way the cause of the high adverse Exchange, and they 
both denied that a limitation of their issues would have the slightest 
effect in reducing the Exchange to par. They both maintained 
that there could be no over-issue of their notes so long as they 
were confined to the discount of paper of undoubted solidity 
founded upon real transactions 

44 . Nothing can be more remartable than the perfect identity 
in sentiment in every point of opinion and policy, between these 
two sets of directors, but we must remark a circumstance that will 
detract considerably from the weight of their opinion, namely, that 
they were all interested witnesses. In the first place, since the 
restriction upon paying in specie, and so being relieved of fulfilling 
their obligations, they had extended their discounts enormously, 
and their profits upon their extended issues had been proportionate, 
the dividends to the proprietors had greatly increased,* and 
secondly, they were in the position of semi -defendants ; their 
policy was certainly impugned ; the Committee was a species of 
court of enquiry into their conduct, and it certainly was not likely 
that they would admit that the principles they were acting upon 
could be wrong, when they were so very lucrative to the proprietors 
of the Bank. The same objection of interested testimony equally 
applies to that of the merchants, for they were interested in obtain- 
ing as large an amount of accommodation from the Bank as 
possible, and a restriction of its issues would have curtailed their 
operations, speculative or otherwise ; consequently their interests 
w^ere better served by the doctrines and policy of the Bank 
directors. Both Committees, however, examined witnesses of an 
independent position, who had no interest one way or the other, 
and in each case they totally disagreed from the opinions of the 
Bank directors, and condemned their policy. And in both cases 
the Committee, having examined all those witnesses of different 
shades and opposite opinions, presented reports strongly con- 
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demning the opinions and practice of the direottms of eacli bank, 
and called upon them to alter their {)olit‘y ; the report, in the 
Irish case, in language of great a^verity, that in the English case 
equally strong in fact, though milder in exprt^ssion 

46, As this division of opinion on these financial questions 
seems to be as permanent and deep-seated as the divisions on 
political questions, it may he of advantage to state shortly and 
precisely the points upon which the respective parties were at 
issue. The facts, of course, were easily ascertained and agreed 
upon. They were as follows — 

1. That the Mint price of gold bullion, or the legal standard 

of the coin, was £8 17c^. per oz. 

2. That the market price of gold bullion was then £4 10^?. 

per 02 . 

3. That the Foreign Exchanges had fallen to an ononnous 

extent ; that with Hamburg, 9 per cent. — that with 

Paris, 14 per cent. 

4. That the increase of Bank Notes had been very great 

during the last few years, and was rapidly augmenting 

5. That specie had disappeared from circulation 

46. Upon this acknowledged state of facts, the opposite 
issues maintained by the two parties, were as follows : — 

The one party maintained — 

I, (a) That the Bank Notes were depreciated 

(Z>) That the difference between the Market price and 
the Mint price of gold bullion, was the measure 
of the depreciation 

II. (a) That the extreme limit to which the Foreign Ex- 
changes could, by the nature of things fall, in 
any case, was defined, and eitsily ascertained, and 
consisted of the expense of freight, insurance, 
and some other minute causes 

(5) That, in the then state of the Exchanges there was 
a very large excess of depression over and above 
that limit, which was not attributed to any of 
these causes. 

(c) That this residual depression of the Foreign Ex- 



80 


THEORY AND PRACTICE OF BANKING 


changes, and the rise of the Market price above 
the Mint price, was caused by the excessive issues 
of Bank Notes in circulation 

III. That a diminution in the quantity of Bank Notes 

would increase the value of the domestic currency 
— would cause the Foreign Exchanges to rise to 
par — and the Market price of gold to fall to the 
Mint price 

IV. That the Directors of the Bank of England ought 

to follow the same rules in the extent of their 
issues during the restriction of cash payments, 
as they were obliged to do before, viz., by regu- 
lating them by the Foreign Exchanges. When 
the Exchanges were favourable, and bullion 
flowing in, they might enlarge them ; when 
the Exchanges were adverse they must contract 
them 

47. In opposition to these principles, the other party main- 
tained — 

I. (a) That it was not the Bank notes that were de- 
preciated, but the price of specie that had risen 
(&) That there was no difference between the price 
of Bullion, whether paid in Notes or specie 

IL That the depression of the Foreign Exchanges was 
in no way whatever attributable to the de- 
preciation of the Currency, but was entirely 
caused by the adverse balance of payments to 
be made by Great Britain, the remittances to 
the army, the continental measures of Napoleon, 
and other political measures 

III. That no diminution or increase of the issues by the 

Bank would have any effect whatever upon the 
Foreign Exchanges, either in raising or de- 
pressing them, or on the Market price of Bullion 

IV. That since the restriction, there was no necessity 

for observing the same rules in issuing their 
Notes by discounts as before, i,e,, by observing 
the course of the Foreign Exchanges, but that 
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the imblic demand was the sole criterion, and 
so lonp; as they adhered to these rules, there 
could be no over-issue 

48. With respect to the first point at issue between the two 
parties, after the very full explanation of the principles involved 
in it, given in a previous chapter, we need say very little about it 
here, as, according to what has already been said, it is quite clear 
that it certainly was a very fantastic opinion to suppose that gold 
could rise in comparison to a " promise to pay gold.” There was 
one circumstance, however, different in the cases of England and 
Ireland. In the latter country, the Bank notes were openly at a 
discount ; there were two prices in every transaction, a money 
price, and a paiwr price : and there were specie shops wdiere guineas 
were openly sold sold for Bank notes and several shillings over. 
In England this was not the ease, partly because Bank of England 
notes were received at their full nominal value in payment of 
taxes, but chiefly because it was an indictable offence to sell 
guineas for more than 21s. Shortly before the Bullion Committee 
was appointed, a man named Do Yonge was tried and convicted 
for the crime of selling guineas for more than 21s. This law only 
applied to heavy guineas. Light guineas, below 5 dwts. 8 grns. 
might be sold, and were usually sold, for a Bank note and Cs. or 
7«. Considering, therefore, that by law it was a crime to sell 
guineas of full weight at their Market price, it is clear that the 
value of guineas was not an open question— they were forcibly 
depreciated by law, and, consequently, this is no argument for the 
equality m value Ix'twcen the paiier and the coin. If it had not 
been a criminal offence, there would have been two prices for 
everything a money price and a pafior price 

Mr. hlerle was a-sked— 

“What is the diffci'cncc k'tween the Mint price and the 
Market price of gold per cent.? ” 

“ About fifteen or sixteen ” 

“ When you buy gold you pay for it in Bank paper ? ” 

“Yes” 

“ The payment being made in Bank paper, the price is £4 10«. 
per ounce ? ” 

“ What I have sold for the home trade I had only £4 8s, for” 
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If you were to pay in guineas, should you get the gold at a 
cheaper rate ? ” 

I could not pay in guineas, I cannot get them 

Supposing you had guineas to give, could not you buy that 
gold at a cheaper rate than £4 105. an ounce ? 

No, I should not offer a less price, certainly ; if I were to buy 
any quantity of gold and pay for it in guineas, I should offer the 
same price as in Bank paper ’’ 

When you speak of the Mint Price being £8 175. 10|i?. an 
ounce, do you calculate that in gold coin or in Bank paper ? 

We make no difference ; and I do not believe there has been 
any difference in paying in specie or Bank paper ” 

Is not the reason why an ounce of gold is worth £8 175. lO^A 
that as many guineas as weigh an ounce amount to that sum ? 

Yes, if a gentleman came and brought me gold, I should pay 
him exactly the same, whether I paid him in gold coin or in Bank 
notes ” 

The Mint Price of gold is the price calculated in gold coin ?” 

«Yes” 

And the Market Price of gold is at present calculated by 
paper ? ” 

Yes, it is all paid in paper ” 

Thus we see that nobody bought gold Bullion at the Market 
Price in gold coin, but only in Bank paper 

49. Among the other witnesses who held the opinion that 
the Bank paper was undepreciated, we may cite that of Mr. 
Chambers, an eminent merchant, which condenses the whole 
subject into a single point — 

Have you ever had occasion to consider the effects of an 
excessive or forced Paper Currency in any country, upon its 
Foreign Exchanges with other countries ? ” 

In a small degree, I have ” 

‘^What do you conceive the effect of such excess to be upon 
the Foreign Exchanges ? ’’ 

I apprehend the effect on the Exchange would follow the 
depreciation of a forced Currency” 

“What do you say to an excessive Currency, though not 
forced ? ” 
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“ I do not conceive the thing possible ” 

** What do you mean by a forced Paper Cnrrenoy ? ” 

*‘A paper that I am obliged to take against my will, for more 
than its value ; it is not forced so long as people take it willingly, 
which they will naturally do whilst undepreciated ” 

“ May not the quantity of Metallic Currency be increased in 
proportion to payments which it has to effect, ny an increased 
issue from the mines ; and will not that have the effect of raising 
the money prices of all commodities ? ” 

“ I conceive an increase or abundance of silver or gold would 
have the same effect upon those precious metals, as a glut of any 
other commodity upon the market ” 

“ And, in the same matter, may not that Paper Currency which 
continues to preserve its credit nnimpeached, and which com- 
mercial people are perfectly willing to receive, be so augmented 
in quantity as to raise the local prices of commodities ?” 

“ I do not conceive that that piece of paper, for which I am 
obliged to give a valuable article of merchandise, can be increased 
beyond the want of it ; nobody will give a valuable article for a 
piece of paper that does not want it ” 

“Have you ever happened to pay any attention to the history 
of the Paper Currency of Scotland between 30 and 40 years ago, 
or to that of Ireland about the year 1804 ? ” 

“ Some years ago I remember reading something about them, 
but the recollection is rather faint upon my mmd ” 

“ Do yon call that paper, in your sense of the word forced, a 
forced Paper Currency, which either by law as it stands, or by the 
force of public opinion, is not convertible into specie at the option 
of the holder ? ” 

“ If it be convertible into objects of my gratification without 
depreciation I do not consider it forced ” 

“ At the Mint price of standard gold in this country how much 
gold does a Bank of England note for £1 represent ? ” 

“ Five dwes. three grains ” 

At the present Market price of standard gold, of £4 12s. per 
onnee, how much gold do you get for a Bank of England note 
for£l?” 

“ Four dwts. eight grains ” 

“ Do you consider that a Bank of England note for £1, under 
VOu II. » 
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these present circumstances, is exchangeable in gold for what it 
represents in that metal ? ” 

I do not conceive gold to be a fairer standard for bank 
of England notes than indigo or broadcloth ” 

{Question Treated) 

it represents twenty shillings of that metal at the coinage 
price, it is not ” 

• • • • « 

Will you state to the Committee, in your opinion, to what 
cause is referable the present unfavourable state of Exchange 
between England and the continent ? ” 

^'To the balance of payments being against this country 

‘^Oan you give cases to illustrate the fact that you have 
assigned of the balance of payments being against this country ? 

""Large British armies upon the continent; slow returns for 
exports ; quick payments for imports ; and very large stocks of 
imported goods now on hand in the country ” 

"" Is there any other cause to which you attribute the present 
state of Exchange ? ” 

""I knov^ of none other that can affect it, excepting uaat of a 
forced depreciated paper ” 

"‘Is it your opinion that the Cunrency of England is de- 
preciated ? ” 

"‘ Certainly not” 

60. Upon this, Mr. Huskisson remarks — "" In those answers 
this leading doctrine is manfully and ingeniously assorted, and 
maintained ; and all who stand up for the undepreciated value 
of Bank paper, however disguised their language, must ultimately 
come to the same issue.” It was, in fact, as the same writer just 
before states, that these persons had persuaded themselves, and 
endeavoured to persuade others, that Bank paper is the real and 
fixed measure of all commodities, and that gold is only one of the 
articles, of which in common with others, the value is to be 
ascertained by a reference to this invariable standard and uni- 
versal equivalent, Bank paper 

61. It is certainly amazing to think how persons of ordinary 
intelligence could seriously make such answers as Mr , Chambers 
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did, and (hat, tliese views pervaded the whole of the mercantile 
evidence adducted, the reply to \shieh is so obvious. A Bank 
Note was a promise to pay a certain specified weight of gold of 
standard fineness, and it did not profess to represent any amount 
of indigo or broadcloth whatever. A £1 Bank Note professed to 
represent 5 dwts. 3 grns. of standard gold and nothing else, and 
if it was only really equivalent to 4 dwts. 8 grns., those w^ho 
maintain that it was not depreciated must also assert that 
4 dwts. 8 grns is the same thing as 5 dwts. 3 grns. There is no 
escape from this conclusion. Those who maintained that a £1 
Bank Note, which was a promise to pay 5 dwts. 3 grns. of gold 
was still a ‘'pound” when it was only worth 4 dwts. 8 grns., 
ought also to have maintained that if the fifth part w-’cro to leak 
out of a pint bottle of wine, it was still a "pint of wine ” because 
it was contained in a pint bottle. In each case the "promise to 
pay” and the "pint bottle” were only the outward sign of what 
the contents ought to be ; in either case, it was the quantity 
of the substance, cither of gold or wine, they actually did contain, 
that was their true value 

63. Those who maintained that the Bank Note was not 
depreciated should also have maintained that the worn, the 
clipped, and degraded coin of William III. was not doprcciattHl, 
wlieu Oa. 3tf. and 7s. only contained as much silver as 5s, M, 
ought to have done l)y law ; so that 5^. 2f/. was only equal in 
reality to 4s. of the legal standard Currency 

It must bo admitted, however, that there was one 
argument to show that there was no difference in transactions 
between specie and paper, for specie had totally disappeared from 
circulation; it had no existence. The Bunk paper and tokens 
wxrcthc sole circulating medium of the country. WTien people 
found that they could get no more for their good golden guineas 
than for the depreciated Bunk paper, they hoarded tliem; they 
either retained them locked up, or melted them dowm for ex- 
portation, the temptation to perjury being exactly 125. per ounce. 
The explanation of those phenomena is very simple. When Bank 
Notes were declared inconvertible, they took rank as a new 
substantive Currency (being merely representative before), exactly 
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like silver. Now, tlie relative value of gold and silver purely 
depended upon their relative quantities, and when their relative 
values were fixed by law, if the legal value did not correspond to 
the market value, we have seen over and over again that the 
metal which was undervalued was driven out of circulation. 
So, also, when heavy and light coins circulated together, the 
heavy coins w^ere driven out of circulation because the heavy 
coins were undervalued, and nobody would give 6 ounces of 
silver for what they might buy with 5 ounces. It was exactly 
the same with Bank Notes. They could only preserve their 
relative value with gold by preserving certain relative proportions 
in their quantity ; as soon as this quantity was exceeded their 
relative value fell, and as their relative value to guineas was fixed 
by law, a change in their market value was followed by exactly 
the same consequences as a difference between the market and 
legal value of gold and silver. The guineas which were under- 
valued were driven out of circulation, as always has been done 
under similar circumstances, and as always will be done to the 
end of time. Nobody would give 5 dwts. 8 grns. of gold for 
what they could get foi 4 dwts. 8 grns. Thus this iniquitous 
and ignorant law to force down the value of guineas, brought its 
own punishment with it; it destroyed their existence as a cir- 
culating medium ; but then it became literally true that there 
was no difference between specie and paper ; the power of making 
an invidious distinction between notes and gold was effectually 
cured , — solitudinem fac%unt, ^acem appellant s when the in- 
habitants were massacred, the Russians proclaimed — Vordre Tegn$ 
d Ya/rsovie ” 

64 . With respect to the second issue joined between those 
parties, the principal places with which London had established 
Exchanges were Amsterdam, Hamburg, and Paris, in all of which 
the Currency was metallic. The Committee examined witnesses, 
who proved that the whole expenses of freight, insurance, war 
risk, and every other charge, varied from about 4 to 5^ per cent., 
but beyond these there was a depression of 12 to 14 percent, 
totally unaccountable for by any of these causes. If it were true 
that this difference arose from a demand for gold on the con- 
tinent, it is quite evident that gold should equally have risen in 
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the continental markets ; but those who alleged this cause should 
have been prepared with a proof of their assertions, which, 
however, they wore totally unable to produce. On the contrary, 
it was proved that there was no alteration in the Mint price 
of gold in foreign places, and that the Market price had ex- 
perienced no rise at all in proportion to the rise in England 

66. While the English merchants so strenuously maintained 
that the Kate of Exchange was entirely due to the balance of 
payments being against England, and that the Bank paper was 
not depreciated, it may be as well to compare the opinions of a 
foreign merchant, who looked at the same circumstances from a 
different point of view. After stating the difficulty of ascer- 
taining the exact par of Exchange between London and Hamburg, 
from the fact of one Cmrency being silver and the other gold, 
ho considered that the Bate of Exchange might be considered as 
16 per cent, against England 

“ Has not a large quantify of circulating specie a powerful 
tendency to steady the course of Exchange ? ” 

" Yes, certainly, when its importation and exportation is not 
prohibited, and as forming the only basis that regulated the par 
of Exchange” 

“Is not, then, any country whose chief circulation is in 
paper, likely to experience great fluctuations in the course of 
Exchange with other nations ? ” 

“ When that paper is not convertible into cash, it only repre- 
sents, in my opinion, an ideal and not a real value, subject to 
public opinion, and, consequently, liable to the very great 
fluctuations which public opinions are subject to ” 

“ Is there not an agio (or premium) at Hamburg, for banco 
above the current money ? ” 

“Not according to my ideas ; but, on the contrary ; it is (Hit 
different current coint ffial hear an inferior value to the Bank 
money, and which vary daily, every thing there being valued 
according to Bank money, or a certain weight of fine silver ” 
“What is the extent to which you conceive that the Exchange 
is capable of falling in any country in Europe at the present 
time, supposing it to be computed in coin of a definite valu^ or 
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in something convertible mto a definite quantity of gold or silver 
bulHon?” 

“ The charge of transporting it, together with an adequate 
profit in proportion to the risk the transmitting such specie is 
liable to, would be the extent of the fiuctuation ” 

The witness stated that the whole of these causes put togetlior 
might amount to or 6 por cent. 

“ Do you then conceive that such a fall of our Exchange as 
has exceeded the sum necessary to compensate for the expense 
of transporting gold or silver, in the last 15 months, must be 
referred to the circumstance of the existence of a Paper Currency 
not convertible into specie ? ” 

"Yes, certainly” 

“ Do you conceive, then, that out of the 15 or 20 per cent, 
which the English Exchange has fallen in the last 15 months, the 
large portion of from 10 to 12, or 13 per cent, may be referable 
to the circumstance of our Paper Currency not being convertible 
to cash ? ” 

“I am clearly of that opinion ” 

“ Do you then consider our paper as depreciated 10 to 18 por 
cent, in consequence of its non-convertibility into cash ? ” 

“As I value everything by bullion, I conceive the Paper 
Currency of this country to be depreciated to the full extent 
of the 15 or 20 per cent., or rather the difference in this country 
between the price of bullion and the rate by which tlie coin is 
issued from the Mint ” 

«Do you conceive the balance of trade with the continent 
of Europe to be now for or against this country ? ” 

“I conceive it to be considerably in favour of this country, 
though not to the extent as generally stated in figures ; those 
figures representing, in my mind, only about 80 per cent, of their 
nominal value ’ 

66. With respect. to the third issue between the parties 
nothing can be clearer than that a diminution in the quantity 
of paper in circulation must have enhanced its value relatively 
to all other commodities, including gold ; and as the Market 
price of pld was determined solely with reference to the price 
paid for It m Bank paper, and not in guineas, it is evident that 
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a rcdnetiuii of the quantity of paper must hare reduced the price 
of gold when expressed in paper, and brought the real value 
of the note nearer to its nominal value; and by thus raising the 
value of tlie whole Currency, it must neccHsarily have raised the 
Foreign Exchanges to par, if the dimiuution was carried to a 
snHiuient extent, and so would have brought gold back again into 
circulation 

67. The fourth issue between these parties contains a 
perfectly new theory of the Paper Currency, which had pre- 
viously been announced by the directors of the Bank of Ireland. 
As this may be considered as one of the most famous theories 
of Currency, wo think it %Yill be advaiiLagoous to defer the 
discussion of it till the chaj)ter in \vhi(‘h we shall consider several 
theories of the subject togt‘ther. It is sulHcient to say here that 
the Bullion Rej)ort especially condemns it 

68. The above may be considered as the chief points 
agitated before the Committee, which are material to our sub- 
ject. Wo may now give a short abstract of the arguments and 
recommendations of the Keporfc. It begins by stating the existing 
difference between the Market and the Mint price of gold. The 
former being about £4 lO^., being 15^ per cent above the latter. 
The same difference prevailed in the price of silvcx\ The Foreign 
Exchanges had also begun to be extremely unfavourable to 
England in 1808, and had become more so during 1809 : at that 
time the Exchange with Hamburg was 0 per cent, below par; 
with Amsterdam 7 percent. bcIow’ pur; and with Paris 14 per 
cent, below pur. Ho extraordinary a rise in the Market price 
of gold above the Mint price, coupled with the extraordinary 
deprcHsioii of the Foreign Exeluingcs, had early convinced the 
Coinmiit(‘C that the cause of them was to be found in the state 
of our domestic Currency. But upon both those points they had 
been anxious to collect the opinions of merchants 

69. Most of the witnesses attributed the high price of gold 
entirely to an allc^ged scarcity, arising from the unusual con- 
tinental d(imand for it, but it was proved that at Hamburg 
during the preceding year wdion the price rose so high in this 
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country, the fluctuations had never exceeded 3 or 4 i»er cenfc. 
At Hamburg the price of gold was expressed in $ilv&ir like any 
other commodity, and the Committee considered the change ia 
the Market and Mint price of gold at Hamburg and Amsterdam 
in the last few years, to shew that a change had taken place in. 
the relative value of the two metals all over the world. Silver 
having fallen in its relative value to gold all over the world, gold 
has appeared to rise in price in those markets where silver is the 
legal measure, and silver to fall in those markets where gold is 
the legal measure 

60. With respect to the demand on the continent causing 
the rise in the Market price, the same effect ought to have been 
observed in former wars if that had been the case. But it had 
not been so during the seven years’ war, and in the American 
war there had been no want of bullion in the country. The two 
most remarkable times when the Market price had exceeded the 
Mint price, were in King William’s reign, when the silver coin 
was very much below the standard, and in the beginning of 
George III.’s reign, when the gold coin was in a very degraded 
state. In both cases the reformation of the coinage had 
effectually lowered the Market to the Mint price, and since 1773, 
when the gold coinage was reformed, till 1797, the Market price 
had never materially risen above the Mint price; even in 170G 
and 1797, when there was such a scarcity of gold, on account 
of the demand of country bankers to meet the run upon them. 
The Committee, moreover, totally disbelieved the fact of the 
alleged scarcity of gold, and witnesses had proved that there 
was no difficulty at all in getting any quantity of it, by those who 
chose to pay the price of it, and that the changes which had 
lately taken place in commercial matters, had caused immense 
quantities both of gold and silver to be imported into this 
country. There was, therefore, not only no evidence of the 
alleged scarcity, but, on the contrary, the evidence proved the 
opposite fact 

61. But even, had there been a scarcity, the idea that the 
Market price could rise above the Mint price, arose from a mis- 
conception. That gold was in this country the measure of all 
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esdmngi'iilile value both by custom anfl law. That cnmraoditios 
were said to be dear or cheap, according as they exchanged for 
more or less gold ; hut that a given quauiity of gold could ncrer 
exchange for a greater or less quantily of gold of the same 
standard fineness, except by a very small quantity, which was 
the measure of the convenience of having it in coin rather than 
in bullion, or the reverse. An ounce of standard gold, then, 
could never fetch more in the market than £Z 17s. lO^d., unless 
£3 17s. lO^d. in our Currency contained less than an ounce 
of gold. That if gold became exceedingly scarce it would become 
more valuable, compared to other commodities, whose prices 
would consequently fall, while the money price of gold must 
necessarily remain unaltered, but that was not the case at present, 
the prievs of all commodities had risen, and the price of gold 
had also riam, which facts could only be accounted for by the 
state of the Currency 

82. The Report, then, explains the circumstances which 
might cause a difference between the Market and the Mint pnee 
of gold, the deterioration of the coinage, the delay in having 
bullion coined, the obstruction to exportation, — these two latter 
causes amounted to about 5^ per cent. Kone of these causes 
existed at Hamburg with respect to silver. The Currency was a 
regular fixed weight of silver, of standard fineness, and no 
obstruction was offered to the utmost freedom of exportation. 
And in England, the variation had never exceeded 5| per cent., 
while the Bank paid in gold, and the coin was of full weight 

83. Since the suspension of cash payments, however, gold, 
in a manner, had ceased to be the measure of value, nor was there 
any other standard of priwH than that circulating medium, issued 
jiartly by the Bunk of England, and secondly, by the country 
Jianks, the v-ariations in value of which were only proportionate 
to their quantity. That it wtia highly desirable that the value 
of this circulating medium should be brought to a conformity 
with its real and legal standard, gold bullion 

84. If the gold coin of the ctmntry were to become much 
IcHseucd in weight, or debased iu the standard, the Market price 
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would evidently rise in like proportion above the Mint price; 
for the Mint price is the sum in coin, which is equivalent in 
value to a given quantity, say an ounce, of the metal in bullion, 
and if the intrinsic value of that sum in coin be lessened, it is 
equivalent to a less quantity of bullion than before. The same 
effects would follow, if a Paper Currency, no longer convertible 
into gold, were issued in excess. For that excess, not being 
exportable to other countries, or convertible into specie, remains 
in the channel of circulation, and is gradually absorbed by the 
increasing prices of all commodities, which will rise exactly in 
the same manner as they rose when the great increase of the 
precious metals took place. Consequently the prices of all 
commodities, bullion included, must rise, and, if this fall in the 
value of the Currency of one country takes place without a 
corresponding fall in the value of neighbouring countries, their 
Currencies will no longer retain the same relative value, and, 
consequently, the Exchanges will fall to the disadvantage of 
that particular country. Such must be the effects in any 
country of an excessive quantity of Currency which is not 
exportable, and which is not convertible into coin which is 
exportable. 

66. The difference of Exchange between any two places, 
arising from the state of trade, and payments between them, 
could never permanently exceed the expense of conveying and 
insuring the precious metals from one to the other. The position 
was so plainly true, and agreed upon by all practical authorities, 
both commercial and political, as to be perfectly indisputable. 
That in time of war the risk would, of course, be increased ; but, 
taking into consideration all these circumstances, the entire 
expenses of sending bullion to Holland did not exceed 7 per cent., 
and to Paris a little more ; these causes might, therefore depress 
the Exchange to that extent, but no lower. But the depression 
had lately amounted to nearly 20 per cent. ; consequently, after 
exhausting all these causes of depression, there remained a large 
residual 'depression to be accounted for; and that residual 
depression could only be accounted for and was 
owing to the depreciated state of the domestic 
Currency 
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66. The grt'at general result;, tlien, of all these foregoing 
principles ami facts was, that in the tlien artificial state of the 
{.’urreney, it was a p)int of the greatest ini|uirtance to watch the 
Foreign Exchanges ami the Market price of gold bullion, and the 
Committee were anxious to know if the Dia'ctora of the Bank 
of England regtirded the matter iji the same light, and whether 
the great disturbivnee in the price of gold and the Foreign 
Exchanges, during the last year, had made them snspect that 
the Currency was excessive. The directors, however, totally re- 
pudiated those notions and ideas; they maintained that their 
issues and the Foreign Exchanges and price of gold had no 
connection whatever with each other, and that, in making their 
issues, they ne\er paid llie slightest regard to either one or the 
other, and that no modilication of thcii Pajicr Currency would 
influence eithei the price ot gold or the Foreign Exchanges 

67 . The report then prm-eeds to disprove the opinions of 
the Hank by hislorieul references. They quoted the cases of tho 
deniiigement of the Scotch currency in 17C3, of the Irisii currency 
in I«04, both of wliich arc fully detailed in this work ; they then 
quoted the case of tho Bank of England in 1G9G-97, which has 
been described with much minuteness in tho preceding chapter, 
where the extract from this Eeport has already been quoted and 
commented upon. But, though we have been obliged to point 
out the grievous chronological errors with which it abounds, it is 
ri-markaiilc that the correction of these eirtirs does not in any 
way weaken or eimliudiet the arguments of the Bullion Eeport; 
on the contrary, the true state of tlie case materially strengthens 
aud adds foree to all the principles of the Eeport 

68. In former times, a high price of bullion, and an adverse 
state of the Exchanges, had compdled the Directors of the Bank 
to roduec their issues, to counteract tho drain of guineas, and 
pre'serve tJieir own safety. They, perhaps, did not understand 
tlio principles of tho case belter than the Directors of the then 
time, but they felt the practical inconvenience, and were obliged 
instinctively to obey its impulse, which circumstance imposed a 
pmetieal limit qion their issues. But, since the restriction, they 
did not feci Uio inconvenience, aud that check had been removed; 
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nevertheless, it was the clear and decided opinion of the com- 
mittee, that the Bank ought to continue to regulate their issues 
by the Market price of bullion and the Foreign Exchanges, in the 
same manner as they had been obliged to do before the suspen- 
sion, and that the high price of gold bullion, and the depression 
of the Foreign Exchanges beyond the limits before described, were 
to be ascribed to the neglect of the due limitation of the Paper 
Currency 

69. Since the checks above described had been removed, the 
Committee were anxious to know upon what principles the 
Directors had regulated their issues. The Directors and some 
of the merchants shewed a great anxiety to state a doctrine, 
of whose truth they were thoroughly convinced, that there could 
be no possible excess in the issue of Bank of England paper, so 
long as the advances in which it is issued consist of the discount 
of mercantile bills of undoubted solidity, arising out of real com- 
mercial transactions, and payable at short and fixed periods. 
These were the principles which then governed the Bank, and 
what they said indicated the only true limit that need be imposed 
on their issues. UTevertheless, the Report says such a doctrine is 
wholly erroneous in principle, and pregnant with dangerous con- 
sequences. The Report then proceeds to shew the fallacy of this 
theory of Paper Currency, which, as we have already observed, 
we shall reserve for future consideration, along with several other 
theories upon the subject 

70. The limitation of the rate of interest by law to 5 per 
cent, produced injurious effects, by fanning a spirit of specu- 
lation, and making more extensive demands for discounts. 
Consequently, the Directors themselves had been obliged fre- 
quently to limit their advances, and did not act up to their own 
principles, which they considered sound and safe, and, conse- 
quently, they had no distinct or certain rule to guide them 

71. The suspension of cash payments had thrown into the 
hands of the Directors of the Bank the important charge of 
supplying the circulating medium of the country at their sole 
discretion. That the most complete knowledge of the state 
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of traile, combined with the. most profound scicnco ia all the 
principles of Money and Currency, could not enable any set 
of men always to adjust the circulating medium properly to tho 
trade of the country. That the precious metals were the only 
natural adjusters of these things, which conid not bo replaced by 
any human wisdom or skill. That the Directors of the Bank 
had exercised the new and extraordinary di.scretionary powers 
entrusted to them, with great integrity and regard to tho public 
interests, according to their conception of it, and with more 
forbearance than might have been e.xiH'cted ; but, unfortunately, 
the principles upon which they acted, were fundamentally erro- 
neous, and they had been in a great measure the cause of tho 
continuance of the great disturbance in the monetary system 

72. Tho Beport then gave some statistics regarding the 
quantity of notes in circulation at different periods sinee tho 
restrictioi.. However, they said that tho actual numerical 
amount of notes in circulation at any given time was no cri- 
terion whatever, as to whether it was excessive or not. Different 
states of trade, and different extents of commercial operations, 
would require different amounts of notes. When public credit 
was good, a smaller amount would be required than when public 
alarm was felt, and people had recourse to hoarding. Moreover, 
the different methods of doing business, and economising the use 
of the Currency, much influenced the amount which might lie 
proper and npce-ssary at any period. The improved methods 
of business, the policy of the Bunk, the increased issues ot 
country bankers, had all bunled to diminish tho quantity of 
Bank Notes necessary for commerce. Consequently, the nu- 
merical amount akme was no criterion whatever; a surer teat 
must be applied, and that sure criterion was only to be found in 
the state of the Exchanges, and the price of Gold Bullion 

73. The experience of the crisis of 1798 had proved that 
an enlarged accommodation was the true remedy for the failure 
of confidence in country districts, such as the system of Paper 
Credit was occasionally exposed to. That it was true that the 
Bank had refused the enlarged accommodation in 1798. But the 
issue of Exchequer Bills was exactly the same in principle, and 
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the good effects that followed tliafe issue proved the truth of the 
priuciple, that if the Bank had had the courage to extend its 
accommodation in 1797, instead of contracting it as they did, the 
catastrophe which followed might probably have been avoided. 
Some persons thought so at that time, and many of the Directors, 
since the experience of 1797, were now quite satisfied that the 
course adopted by the Bank in that year increased the public 
distress, in which opinion the Committee fully concurred 

74. A very important distinction, however, was to be ob- 
served between a demand for gold for domestic purposes, 
sometimes great and sudden, and caused by a temporary failure 
of confidence, and a drain arising from the unfavourable state 
of the Foreign Exchanges, that a judicious increase of accommo^ 
daUon was the proper remedy for the former phenomenon^ but a 
diminution of its issues the correct course to adopt in the latter 

76. That the present issues were excessive, but that it was 
essential to the commercial interests of the countiy, and to the 
general fulfilment of mercantile engagements contracted during 
the too free issue of paper, that the reduction should be made 
gradually and with great caution and discretion. They then give 
some details of the great increase of country Bank Notes, and the 
facilities of abuse and excessive issues afforded by the tlion state 
of the Law respecting them 

76. Upon all those facts and reasonings, then, the general 
conclusions arrived at were : That at that time there was an 
excessive Paper Currency, of which the most unequivocal symptom 
was the very high price of gold bullion, and next to that the very 
depressed state of the Foreign Exchanges. That the excess was 
to be attributed to the removal of all control on the issues of the 
Bank of England by the suspension of cash payments. It was 
greatly to be regretted, therefore, that this Act^ which at best was 
only intended to be temporary, has been continued as a permanent 
war measure. The enormous evils and injury to all classes of the 
community by the great derangement of the measure of value, 
were too notorious to be necessary to describe, and there was every 
prospect of their continuing and increasing : that the integrity 
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and honour of Parliament imperatively required that an end should 
he put to this state of things at the earliest practicable moment 

77. That the continuance of this state of matters held out 
a temptation to Parliament, to have recourse to a depreciation of 
the gold coin, by an alteration of the standard, which had been 
done by many Governments under similar circumstances, and 
which might be the easiest remedy to the evil. But it would be 
a great breach of public faith and of the primary duty of Govern- 
ment, to prefer the reduction of the coin down to the paper, rather 
than the restoration of the paper to the legal standard of the coin 

78. Some proposals had been made of remedying the evil, 
by a compulsory limitation of the amount of the Bank’s advances 
or discounts, or of its profits or dividends. All these, however, 
were futile, because the necessary proportions never cou^d be fixed, 
and even if it were so, might very much aggravate the incou- 
venionces of a temporary pressure, and even if their oflicacy could 
be made to appear, they would be most hurtful and improper 
interferences with the rights of commercial property 

79. The only true and proper remedy for all these evils was 
therefore, a resumption of cash payments. That, 
however, was an operation of the greatest delicacy, and it must 
be left entirely to the discretion and prudence of the Bank to 
carry it into efibet. Parliament should merely fix the time, and 
leave it to them to carry out the details. Under all the circum- 
stances, a period of two years seemed to be not longer than 
necessary, and at the same time sufficient to enable them to 
prepare for it. The Committee finally concluded by recom- 
mending an Act to be passed to compel the resumption of cash 
payments in two years from that time 

80. Such, we trust, is a fair analysis of this famous Eoport, 
which has acquired a celebrity probably exceeding any report 
that has ever been presented to Parliament. It contains the 
eternal and immutable principles which must regulate every 
Paper Currency which makes any attempt to conform to the 
value of the gold it represents, and if any legislation on Paper 
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Cureency be considered necessary, it must endeavour to enforce 
the practical application of the principles of this Report, and 
just in so far as it deviates from or contravenes them, so it 
will be found to thwart and contravene the eternal principles of 
All legislation, then, on the Currency should have as 
its object merely to provide the best machinery for ensuring the 
practical application of these principles. The general principles 
laid down in this Report are as complete a matter of demonstra- 
tion as any in Euclid ; the method of treating the subject is as 
BcientWc as any of the great discoveries in natural philosophy, 
whidi have excited the admiration of the world, nor could it 
fail to carry conviction to any one of ordinary intelligence who 
was capable of understanding the force of the arguments. No 
sooner, however, was it published, than it was assailed by a whole 
multitude of pamphleteers, whose obscure memory it is not worth 
while to revive now. The interests affected by the Report were 
too deep and extensive for it not to be attacked by every species 
of ridicule and acrimonious controversy. We must now advert to 
its reception and treatment in the House of Commons 

81. The Report was presented by Mr. Homer on the 
9th June, 1810, but was not formally taken into consideration 
till the 6th May, 1811. It was the joint composition of Mr. 
Horner, Mr. Huskisson, and Mr. Henry Thornton. The debate 
was opened by Mr. Homer, who addressed the house for upwards 
of three hours in a ^eoh which obtained the admiration of all 
who heard it. It is unnecessary to go over that speech here, 
because its line of argument has already been anticipated. He 
ended by moving a series of sixteen resolutions. The first seven 
related to the legal standard of value in this country, with 
reference to which all contracts were made in this country. 
8. That the promissory notes of the Bank were stipulatioim to 
pay on demand the number of pounds sterling specified upon 
them. 9. That when Parliament passed the Restriction Act it 
had no intention that the value of these notes should be altered. 
10. That, nevertheless, they had for a considerable time been 
below their legal value, (11) which was caused by the excessive 
issues of them, both by the Bank of England and the country 
banks. 12, 18. That the extraordinary depression of the Foreign 
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Exchanges was in great part owing to the depreciation of the 
Durrency of this country, relatively to that of other countries. 
14. That during the suspension, the Directors of the Bank ought 

0 regulate their issues by the price of bullion and the Foreign 
Sxohanges. 15. That the only method of preserving the Paper 
hirrency at its proper value was to make it payable on demand 
n the legal coin of the realm. 16. That cash payments ought to 
« resumed at the period of two years from that time 

82. Mr. Rose replied to Mr. Ilorner — ^“ITe said that he 
onld shew that there was no depreciation of Bank Paper from 
xcessive issue, and that the Report was more full of crntrs and 
nsstatements than any that hatl over been made to Parliament, 
to was convinced that the iasue of Bank Notes could have no 
[feet on the price of gold, or on the Foreign Exchanges. He 
snied that the increased price of commodities was in any way 

1 be attributed to the increase of Bank Paper. The Report 
’ the Committee was directly in opposition to the opinions of 
I the witnesses examined, except two. All " experience ” was 
^inst the “ reasonings ” of the Report. He produced a table 
lowing the number of Bank Notes in circulation at different 
triods, and the Market price of bullion and the Exchange with 
amburg, to shew that there was no connection whatever 
itweon them. However the Committee had thcmiselves most 
'intedly remarked that the numerical amount of Notes alone 
IS no test of their depreciation. The enormous payments which 
igland made to the continent during the last two years ivero 
ito suilicieut to account for the fall in the K.xchange, That 
3 rise in the prices of all commodities on the continent had 
m equally great in countries where there was no Pajwr 
rrenoy as here. Ho went into arguments at great length to 
prove the idea that the issue of Bank Notes had any effect on 

I price of gold or the E.xchanges 

83. Mr. Henry Thornton stated that the great question at 
le between the Bullion Committee and the Bank was, whether 

issues should bo regulated by the price of gold and the 
eign Exchanges, and if its excessive issues produced any effect 
m them. Mr. Thornton argued at great length in eupporl 

TOI.. IL 9 
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of the principles of the Eeport, and cited the case of the Banh 
of France in 1805 as a remarkable confirmation of the truth 
of its principles. The French Government, having occasion for a 
loan, applied to the merchants for it, such a transaction being 
contrary to the rules of the Bank. The merchants proceeded to 
fabricate among themselves bills to the requisite amount, which 
they discounted at the Bank, which thus ultimately became the 
real lender. There was, in consequence, an enormous increase 
of the Bank paper, a great demand for specie. The Bank had to 
bring back specie from the provinces at a great loss — at length 
it stopped payment. Bank Notes fell to a discount of 10 or 12 
per cent., and the Foreign Exchanges fell 10 per cent. But the 
Bank reduced its paper, and in three months resumed payment 
without difficulty, and the Foreign Exchanges were rectified. 
Mr. Thornton also quoted several other cases of other countries 
where the same phenomenon had occurred. He then passed on 
to the question of the standard of the Currency, which he said 
was becoming endangered by this continued depreciation. In- 
deed, the argument in favour of a deterioration of the com grew 
stronger every day. The very argument of justice, after a certain 
time, passes over to the side of deterioration. If we have been 
only two or three years using a depreciated paper, justice is on 
the side of the former standard; if ten or twenty years have 
passed since paper fell, it may be deemed unfair to restore the 
ancient standard. He concluded by strongly urging Parliament 
to return to the ancient standard before it was too late 

84. Mr, Yansittart, who moved the counter-resolutions to 
Mr. Horner, controverted, at great length, the principles of the 
Eeport. He asserted that the only mode in which a Metallic 
Currency could have a favourable effect on the Exchanges was by 
esE^OTtatioUj and that if exportation was prohibited by law, no 
effect could be produced. The amazing absurdity of this assertion 
has been sufficiently proved in the course of this work to need 
repetition here. These assertions, however, were sober good 
sense compared to the lengths of wild extravagance into which 
he subsequently plunged. He said that the first seven resolutions 
argued on the supposition that the standard was something visible 
and tangible. “ I affirm that a standard, in the sense used by 
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these gentlemen, namely, a fixed and invariable tveigU of the 
precious metals as a measure of value never existed in this 
country ! I ” He ridiculed the idea of the resolution that the 
M'eight at which any such money is authorised to pass current ts 
fixed I ! These extraordinary ideas he attempted to support by 
reference to the degraded state the coin had been in at different 
periods, but which were yet legal tender, and which, he con- 
tended, proved that the coin was not any definite weight of 
bullion. It was upon this point, he said, that the question 
of depreciation depended. ‘‘Now, I do not consider myself 
bound either to admit or deny that Bank Notes have lost a value 
which they never possessed, and which the legal coin of the 
country never possessed, namely, a value estimated by a fixed 
weight of gold or silver bullion. They never had any other than 
current value, founded on the public confidence in the Bank, and 
this value, I firmly believe, and have distinctly stated in my third 
proposition, that they possess as much as ever.” When the whole 
of the rest of his speech was a mere repetition and development 
of such crazy ideas, it is mere waste of time to give any more 
details of it. There is one more specimen, however, which we 
cannot refrain from extracting. He says — “It appears, then, 
that a diminution of the value of Currency may have the effect 
of improving the Exchange, but cannot by possibility depress 
it 11” Which means that the more debased and worthless the 
Currency of a country is, the more favourable should be the 
Foreign Exchanges, or the higher should foreigners estimate it. 
So that, while the French assignats were daily falling lower and 
lower at home, the more should foreigners have given for them ; 
so that, while the French themselves gave one livre in coin for 
1,200 in assignats, the English and other foreigners ought to 
have given their full nominal value in coin, and even more 
than that according to Mr. Vansittart. He then made several 
triumphant observations about there being no difference in trans- 
actions between Bank Notes and coin. He admitted that he had 
been a member of the Irish Committee of 1804, and had con- 
curred in the opinion that Irish Bank Notes were depreciated, 
but he said that the^two cases were not parallel; for it appeared 
not only that the current coin was openly sold at a premium, but 
that an established difference of price existed between payments 

E 2 
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in coin and in Irisli paper, while Bank of England paper passed 
as equivalent to guineas. This depreciation, however, he denied 
had proceeded from excessive issues, but from the political 
circumstances of the period 

86. Such were the leading arguments against the con- 
clusions of the Committee, which, though somewhat varied in 
expression, were constantly repeated. After the exposition given 
in our chapter on the Coinage, it would be waste of time 
to attempt seriously to disprove the outrageous folly of the 
proposition, that the coins of Great Britain never were intended 
to contain any fixed or certain quantity of gold or silver bullion 
in them. If this had been true, what was the need of having 
any gold or silver in them at all ; if it was not to regulate their 
value? 

86. With respect to the assertion that there was no difference 
in common payments between guineas and Bank Notes, and that 
guineas were not openly selling at a premium, as in Ireland, the 
answer was simple and decisive: if it were so, it was merely 
through the terrors of the penal law. At the very time of this 
debate three men were lying under a conviction of the crime 
of selling guineas for more than 2U, They had been convicted 
under an old statute of Edward TI., which did not extend to 
Ireland, so that the reason why guineas were sold publicly at a 
premium in Ireland was, that there was no law against it; in 
England it was a criminal offence, and, in consequence of this, 
guineas had disappeared from circulation. But Mr. Vansittart 
threw out another challenge : he acknowledged that it was legal 
for tradesmen to make a distinction in prices, according as they 
were paid in money, or in Bank Notes, and he denied that such 
a distinction existed. On this point, however, he was met with 
a distinct denial by Mr. Huskisson, who said— If paper were 
sustained at all in public estimation, it must be by a support 
growing out of terror, by an estimation proceeding at that 
moment from a consideration of a pending judgment. If this 
were once settled, public estimation would soon shew what it 
really was. In every part of the country there were already 
two prices ; he had undoubted proof of the fact. He had in his 
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pocket a letter from a person intimately acquainted with such 
matters, which said that two prices were prevalent in the country, 
and that the usual premium for guineas was half-a-crown ” 

87, Mr. Sharp, a member of the Bullion Committee, adduced 
further facts to prove that the Bank Notes were depreciated ; he 
said it had been usual to send over specie to Guernsey to pay 
the troops there. Each guinea had lately leen paid to the soldiers 
at 23s.; one regiment, however, had refused to receive them at 
that rate. In another case he knew of a person who had received 
a legacy of 1,000 guineas which was paid in specie ; he went to 
invest it in the funds, and, on asking the price of the 3 per cents., 
was told 64^. But, on asking what the price would be if paid in 
real money, he was told, after some consideration, he might have 
it at 60, which was the price actually paid. So that, while the 
Government were arguing at Westminster that guineas were 
of the same value as Bank Notes, they were at the same time 
dishonest enough to pay them away to the soldiers at 23s. 

88 . Sir Francis Burdett stated that, in Jersey, Bank of 
England Notes were at a discount of 3 per cent, as compared to 
the notes of their own little bank ; that it was perfectly notorious 
that two prices were common throughout the country. He knew 
it from his own experience j he had been offered wine at far 
different prices, according as he should pay for it either in Bank 
Notes or in specie 

89 . We have now given so much space to this interesting 
discussion, that we can scarcely afford room to notice any of the 
other speeches upon the subject. When we read the arguments 
and evidence, which seem to be so perfectly satisfactory, according 
to all the usual principles that command assent, we feel some 
curiosity to know what was the opposing theory set up against 
them, and it was simply this, that the pound sterling was nothing 
tangible at all I It was an imaginary vision I a vague idea ! an 
airy nothing ! which never had any existence in nature at all, and 
that, accordingly, everything, money and bullion included, might 
vary in endless changes round this ideal centre. It had even less 
substantiality than a whiff of smoke I It was “ a sense of value 
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communicated in some mysterious way from one person to 
another. Mr, Canning pursued the author of this insensate folly 
with unsparing ridicule in his speech. He also ably pointed out 
the consequence of not allowing guineas to circulate at their 
market value, which had been followed by their total dis- 
appearance, whereas dollars, which were beginning to disappear 
when they were bound down to the value of the depreciated Bank 
paper, were immediately restored to circulation when they were 
allowed to pass current at their real value. However, though he 
fully agreed in all the principles and reasonings of the Bullion 
Eeport, he did not think it expedient that the Bank should be 
called upon to resume cash payments in so short a period as 
two years 


90. After a debate of four nights the Committee divided on 
the first of Mr. Horner’s resolutions, and it was negatived by a 
majority of 151 to 75. The fourteen next were negatived 
without a division, and the last was rejected by a majority 
of 180 to 45. Among the names of the majority was that of 
Bobert Peel 

01 . The Ministry, having defeated the Bullion Committee 
by so great a majority, would have done well to let the matter 
rest. As to the matter of fact agitated between the parties, the 
depreciation or the non-depreciation of the Bank Notes, it would 
be useless to waste one word more, and in arguing against so 
palpable a fact, the ministerial party shewed little discretion. 
They might easily have saved their credit by admitting the fact, 
Ittt arguing that it was not expedient for the public service that 
so momentous a change should be made during the war. Not 
content, however, with procuring the total rejection of Mr. 
Homer’s resolutions, Mr, Yansittart, in the plenitude of his 
power and party strength, and in the mere wantonness of 
tyranny, determined to drag the House through the lowest 
depths of ridicule ani absurdity. He moved a series of reso- 
lutions which are too long to be inserted here, to the effect that 
there was no legal weight of bullion in the coins, beyond what 
the caprice of each Sovereign might dictate ; that the Bank Notes 
were merely promises to pay in these coins, and they always had 
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been, and at that moment were held eqnmlent in public 
estimation to the legal coin of the realm, and generally accepted 
as such in all pecuniary transactions to which such coin is 
lawfully applicable, and that the price of bullion and the state 
of the Foreign Exchanges were in no way owing to excessive 
issues of Bank paper 

92. In introducing his resolutions Mr. Vansittart made a 
speech of enormous length, repeating his former views, that the 
state of the domestic Currency had no effect upon the Foreign 
Exchanges, and, with a tight of unheard-of audacity, he, in de- 
fiance of the recorded opinion of Parliament and the unanimous 
testimony of all contemporary writers, made the extraordinary 
assertion that in IGOO and 1774 ‘Hhe fall of the Exchange was 
the cause, and not the consequence of the depreciation of tlie 
Currency 1 ” Mr. Canning in vain attempted to persuade the 
Ministers to* rest satisfied with the defeat of the Bullion Com- 
mittee, and, for the sake of the reputation of the House, not to 
make them pass a vote which no one outside the House could 
speak of without laughter. His amendment was rejected by a 
majority of 82 to 42; and, after some other minor divisions, 
Mr. Vansittart’s resolutions were carried 

83. We have observed that guineas were not sold openly at 
a premium, because it was generally believed to be a criminal 
offence to do so, and three men were tried and convicted for so 
doing. To draw any argument of the equality of the value of the 
note and coin under such circumstances, was nothing but a 
contemptible piece of sophistry. But nothing could be more* 
whimsical or absurd than the presumed state of the law on the 
subject. It was held to be penal to part with a Bank Note 
for less than 205. in bullion, but it was quite legitimate for a 
tradesman to make two prices for bis goods. In his speech, 
against Mr. Horner’s resolutions, Mr. Vansittart had taunted 
his opponents with the circumstance that this was not done. It 
is incredible how any one could have made an argument of such 
an absurdity, when it was so easy to outwit the law. If any 
one wished to avoid the legal offence of parting with a guinea 
for more than 285., what more easy than a collusive sale ? Sell 
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a loaf to any man for a £1 note and 5s,, and buy it again from 
him at a guinea, and the interchange between the guinea and 
the £1 5s, was effected in the most legal manner. But such 
subtleties were at once put an end to by the Court of Common 
Pleas unanimously quashing the conviction of De Tonge, and 
declaring that it was no crime at all to sell guineas at a premium 

94. After the House had indulged in this wild freak — the 
very saturnalia of unreason — and given so great an encourage- 
ment to the Bank to pursue its wild career, it became evident 
to any one who understood the subject, that the value of every 
man’s property depended upon the will of the Bank directors. 
This was fraught with the most alarming consequences to every 
one who had a fixed annuity, as, while the price of every article 
of prime necessity kept pace with the depreciation of the currency, 
any one, like a landlord, having a fixed rent to receive, was paid 
in a depreciated paper, while his tenants received the increased 
nominal prices of their commodities. As matters were con- 
tinually getting worse, gold having risen to £4 I 65 . per ounce 
in March, Lord King issued a circular to several of his tenants, 
reminding them that their contract was to pay a certain quantity 
of the legal coin of the country, and that the present Paper 
Currency was considerably depreciated. He said that, in future, 
he shoidd require his rents to be paid in the legal gold coin 
of the realm, but that, as his object was merely to secure the 
payment of the real intrinsic value of the sum stipulated by the 
agreement, he should be willing to receive the amount in Portugal 
gold coin of an equal weight with that of the stipulated number 
of guineas, or by an amount of Bank Notes sufficient to pur- 
chase the weight of standard gold requisite to discharge the 
rent 

96. That such a demand was legal no one pretended to 
deny; but when this practical sarcasm was passed upon the 
resolution of the House of Commons, it drove that party wild, 
and the most unmeasured abuse was heaped upon him for 
incivism. Not only was this in every way legal, but nothing 
could have been more equitable. His tenants were receiving the 
increased market prices for their crops, and only paid him in the 
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same number of depreciated notes. It is quite clear that, if his 
tenants got an increase in the price of their corn, owing to the 
depreciation, he ought to have received a proportionate increase 
in his rents. Lord Stanhope brought in a bill, which, after being 
considerably modified, was ultimately passed, making it a mis- 
demeanour to make any difference in payments between guineas 
and Bank Notes. Lord Stanhope, in bringing in the bill, 
mentioned several instances which he had been informed of, in 
which 27^. were demanded for a guinea. Lord Holland also said 
that a pound note and seven shillings were currently given for 
guineas. Admirable commentary upon the resolutions carried so 
triumphantly in the House of Commons only two months before, 
and then standing on their journals, that in public estimation 
guineas and Bank Notes were equal I 

96. Lord Grenville opposed the bill with great earnestness, 
and his opinion is particularly valuable because he was one 
of the Cabinet who originally proposed the Eestriction Act He 
said he had never seen the Ministers of the country in so dis- 
graceful a position as they were that night. He turned the 
famous resolutions of the House of Commons into great ridicule, 
and said that it had been left for Robespierre, the Jacobins, and 
the present Ministry to raise a cry of incivism against the private 
actions of individuals. He said that it was one of the most 
painful days in his and Mr. Pitt's political life, when they felt 
compelled to come to Parliament to propose the restriction, 
‘‘By what consideration we were afterwards induced to extend 
it for successive short periods, it is unnecessary to explain, suffice 
it to say, that they are considerations which I shall ever deeply 
regret had any influence upon my mind. I do assure my noble 
friend (Lord King) that I have long since fully concurred in the 
arguments which he has urged against the original policy of that 
restriction.” He said that the present course, if persevered in, 
must end in the same manner as the Mississippi and South Sea 
Schemes, in total ruin. “ My Lords, it has often been my lot to 
point out the inevitable results of the issue of assignats in Prance. 
How little did I then imagine that, in the description I then 
gave, I was but anticipating what, in the course of twenty years, 
would bo the faithful picture of my own country 1 ” 



58 


THEOBY AND PRACTICE OE BANKING 


97, Although we have given so much space to this dehate, 
we oannot refrain from giving a few sentences of Lord Stanhope’s 
reply, as they concentrate in the shortest space the W'hole of the 
ministerial arguments and views on the subject — 

Earl Stanhope, in explanation, said that there was no such 
thing in this country as a measure of value founded on a quantity 
of bullion of standard fineness. The legal coin was the money 
with the stamp upon it. The stamp was what made it the lawful 
coin, not to be melted nor transported, and not the weight and 
fineness. He did not know what mathematicians he had to deal 
with, but if Bank Notes and gold bore a fixed proportional ratio 
to the pound sterling by law, they were equal to one another, 
and to prove this he need go no further than the first book 
of Euclid, where it was laid down as an axiom that things equal 
to the same are equal to one another ” 

98. We are accustomed to smile at the famous decree of the 
Inquisition, which resolved that the motion of the earth was 
false, and sympathise with Galileo, who, when retiring from 
their rebuke, said e pur si muove^^^ it moves for all that,” 
But the famous resolution that guineas were equal in public 
estimation to Bank Notes, when guineas were currently sold for 
a £l note and seven shillings, and the dictum of Lord Stanhope 
that they were equal because the law declared them to be so, 
infinitely transcends it in absurdity ; and, when we feel inclined 
to be merry at the expense of the worthy fathers of the In- 
quisition, we should think of Mr. Vansittart’s resolution, and be 
grave 


99. The Bill was warmly contested in every stage of its 
progress through the House of Lords, but finally passed the third 
reading by a majority of 43 to 16. In the House of Commons 
the debates were equally warm and protracted, but it was finally 
passed by a majority of 95 to 20. The Act was originally limited 
to the 24th March, 1812, but it was subsequently continued 
during the continuance of the Bank Restriction Act 

100. We shall reserve some remarks regarding the effects 
of the great overtrading of 1809 and 1810, till the chapter in 
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which we shall consider the theory of the Bank respecting the 
issues of its notes upon mercantile security 

101. Among other arguments alleged against the opening 
of the Bank, was the injustice of compelling it to buy gold at the 
increased Market price. Now that we are enabled to take a more 
dispassionate view of the subject than those whose interests were 
so much involved in it at the time of the debate, we can see that 
there was no hardship in such a requirement. Every creditor 
who was paid in these depreciated notes was defrauded of 20 per 
cent, of his debt, and, considering the enormous gains made by 
the Bank at the expense of the holders of its notes, justice 
evidently demanded that the Bank should purchase whatever 
quantity of gold was sufficient to discharge its obligations, cost 
what it would. The injury to the holders of its notes, severe as 
it was, was only temporary, but a very much more serious injury 
was done to the nation, by adding an enormous amount to the 
national debt, which was contracted in this depreciated Currency 

102. The harvest of 1811 was extremely deficient, and that 
was the period, too, when the power of Napoleon was at its 
height, and the continental sources of supply were out off. 
Towards the middle of 1811, the price of corn began to rise 
very rapidly, and continued doing so till August, 1812, when it 
reached its greatest height during the war. The average of 
wheat for England and Wales was then 155^., and some Dantzic 
wheat brought 180s., and, in one or two instances, oats were 
sold at 845. The advocates of the rival theories attributed this 
extraordinary rise to different causes ; one party almost entirely 
to the depreciation of the Paper OuiTency, the other party 
almost entirely to the great scarcity. Mr. Tooke is the most 
distinguished advocate of the latter view, and, in support of it, 
brings most forcible arguments from the corresponding rise which 
took place in Prance during the same period, where the currency 
was almost purely metallic. Admitting to the full extent the 
powerful arguments adduced by Mr, Tooke, which derive ad- 
ditional force from his being a contemporary of the circumstances 
he describes, wo can yet hardly think he can be correct in so 
entirely excluding the effect of the depreciation of the Paper 
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Currency as he does. We have abundance of evidence that 
before the Gold Coin and Bank Note Bill, there were very 
generally two prices in the country, a gold price and a paper 
price : after that Bill that was abolished, and there was nothing 
but a paper price, and gold totally disappeared from circulation ; 
but can we doubt that if any price had been paid in gold, there 
would have been a very great difference between the two, fully 
as great as before that Act? If, then, it be granted that such 
would have been the case if payments had been made in gold, it 
seems to follow that, when prices were paid solely in paper, they 
must be considered to have been enhanced by just so much as 
the difference would have been if any payments had been made 
in gold. There does not appear to be the least reason to suppose 
that the scarcity was comparatively greater in 1812 than it was 
in 1800 ; in fact, the evidence seems to be entirely the other way, 
that the scarcity and distress was much greater in the former 
period, yet in 1812, the average rose to 1555 ; in the former it 
was only 1335. Whence this difference ? We think the evidence 
points clearly to the depreciation of the Paper in which payments 
were reckoned. Now, in May and June, 1812, the price of gold 
bullion was about £4 185. per ounce, at which the real value 
of the Note was 155. 11^. Now, are we to suppose that the 
enhancement of prices when paid in paper, which was quite 
notorious before Lord Stanhope’s Bill, was actually annihilated 
by that Act ? 

103 . The principles of the Bullion Eeport having been de- 
cisively rejected by Parliament, and pronounced to be fallacious, 
by the resolutions which declared 21 to be equal to 27, the Bank 
took no measures to bring their Notes to a nearer conformity to 
their nominal value, and the Market or Paper price continued to 
rise tiU, in November, 1813, it stood at £5 105., the greatest 
height it ever reached. The long continuance of high prices, 
partly caused by a continued series of deficient harvests, and 
partly by the depreciation of the Paper in which they were paid, 
gave rise to the belief that they would continue permanent. 
Immense speculations began in land- jobbing, vast tracts of waste 
and fen land were reclaimed. It was at this time that the 
immense agricultural improvements in Lincolnshire were effected. 
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Rents in most cases rose to treble what they were in 1792 ; all 
the new agricultural engagements entered into at this period 
were formed on the basis of these extravagant prices ; landlords 
and tenants increased their expenditure in a like proportion, 
family settlements were made on a commensurate scale. As a 
natural consequence, country banks greatly multiplied. In 1811 
they were 728, in 1818 they had risen to 940, and the amount 
of their issues were supposed, on the most moderate estimate, to 
be about £25,000,000. After the disasters of the French in the 
Russian campaign of 1812, and the Battle of Leipsic, the ports 
of Russia and Northern Germany were thrown open to British 
commerce. This naturally gave rise to enormous speculative 
exports and overtrading 

104. The harvest of 1813 was prodigiously abundant, so 
that the price of com, which in August, 1812, had been 165^., 
and had receded gradually from that point, till August, 1818, 
fell with great rapidity, and in July, 1814, was only 68s. The 
exporting speculations were at their height in the spring of 1814, 
and the prices of all such commodities rose to a very unusual 
height, in many oases to double and triple of what they had been 
before. Every branch of industry was by the preceding causes 
aflEected, and the natural and inevitable consequences soon 
followed: a violent revulsion and general depression of prices 
of all sorts of property, which entailed such general and universal 
losses and failures among the agricultural, commercial, manu- 
facturing, mining, shipping, and building interests, as had never 
before been paralleled. As is always the case, the consequences 
of the wild speculations and engagements persons had entered 
into during the continuance of the fever continued to be felt for 
some years after. The disasters commenced in the Autumn 
of 1814, continued with increasing severity during 1815, and 
reached their height in 1816-17. During these years 89 country 
bankers became bankrupt, and the reduction of the issues of 
country paper was such, that in 1816 its amount was little more 
than half what it had been in 1814 

106. This general discredit of country bank paper, re- 
sembling what had previously occuri’ed in 1798.and 1797, caused 
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a demand for additional issues from the Bank of England, to help 
to maintain public credit ; and, though this caused an extension 
of the Bank paper by upwards of three millions, so great was the 
abstraction of country Bank paper from circulation (to certainly 
three times the amount of the Bank of England issues), that the 
value of the whole Currency rapidly rose, so that, while in May, 

1815, the Market or Paper price of gold was £5 65 ., the Ex- 
change on Hamburg 28*2, and that on Paris 19* in October, 

1816, the Paper price of gold had rapidly fallen to £3 185. 6 A, 
the Exchange with Hamburg was 38*, and that on Paris 26*10, 
and they remained with little variation at these prices till 
July, 1817 

106. Hence, at length, was manifested the most complete 
triumph of the principles of the Bullion Report. The great 
plethora of this worthless quantity of Paper Currency being 
removed, the value of the whole Currency was raised almost to 
par, so near, in fact, that the smallest care and attention would 
have brought it quite to par ; and if means could have been taken 
to prevent the growth of the rank luxuriance of country Bank 
Notes, cash payments would have been resumed at this period 
with the utmost possible facility, and, as a matter of course, 
without exciting the least comment 

107. We have seen that, on several previous occasions, the 
Bank had intimated to the Government their perfect readiness 
and ability to resume payments in cash, but had always been 
prevented from doing so for political reasons. In 1815, when 
peace was finally restored, they prepared in good faith to be 
ready to do so as soon as they should be required, and, during 
that year and 1816, they accumulated so much treasure that, in 
November, 1816, they gave notice of their intention to pay all 
their Notes dated previously to the 1 st January, 1812, and in 
April, 1817, all their Notes dated before 1 st January, 1816. When 
this was done, there was found to be scarcely any demand on them 
for gold. The nation had got so accustomed to a Paper Currency 
that they were most unwilling to receive gold for it. Mr. Stuckey, 
one^ of the largest bankers in the West of England, said, that 
during this partial resumption of cash payments it cost him 
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nearly £100 to remit the surplus coin which accumulated upon 
him to London, as he could not get rid of it in the country, hia 
customers all preferring his Notes; many persons who had 
hoarded guineas requested as a favour to have Notes in 
exchange 

108* In March, 1814, the restriction was prolonged to July, 

1816. The bill was brought in and passed before the news of 
Napoleon^s quitting Elba had reached England. The Act was 
scarcely passed when the new war broke out which ended at 
Waterloo, and the expenses of the campaign made the Ministers 
dread a monetary crisis, and the restriction was subsequently 
prolonged till July, 1818 

109. The partial resumption of cash payments was attended 
with perfect success ; it caused no very great demand for gold, 
which continued to accumulate in the Bank till October, 1817, 
when it reached its maximum, being £11,914,000. In that 
month the Bank gave notice that it would pay off in cash all the 
Notes dated before 1st January, 1817, or renew them at the 
option of the holders. In the course of 1817 a very large 
amount of foreign loans were contracted for ; Prussia, Austria, 
and other continental States of lesser importance, were en- 
deavouring to replace tlieir depreciated paper by a Metallic 
Currency, and, as money was abundant in England, a very large 
portion of these loans was taken up here. The effect of this 
began to manifest itself in April, 1817, when the Exchanges with 
Hamburg and Paris began to give way, and the Market price 
of gold to rise. These phenomena increased gradually throughout 
1818, until January, 1819, the price of gold was £4 8«., the Ex- 
change on Hamburg 88*8, and that on Paris 23*50. In July, 

1817, the new gold coinage began to be issued from the Mint in 
large quantities. The consequence was a steady demand for 
gold set in upon the Bank, and, in pursuance of its notices, the 
sum of £6,756,000 was drawn out of it in gold. Just at this 
time the British Government reduced the rate of interest upon 
Exchequer bills. The much higher rate of interest offered by 
continental Governments caused a great demand for gold for 
exportation, and in the beginning of 1818 a very decided drain 
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set in. The Bank directors, however, determined to set all the 
principles of the Bullion Report ostentatiously at defiance. While 
this great drain was going on, they increased their advances ta 
Government from £20,000,000 to £28,000,000, and though they 
knew perfectly well that the demand of gold was for exportation, 
they took no measures whatever to reduce their issues for the 
purpose of checking the export. At the same time the issues 
of country banks had increased by two-thirds since 1816 

110 . This demand for gold became more intense during 
1818 and 1819, and it became evident that the Bank would 
soon be exhausted if legislative interference did not take place. 
Accordingly, on the 3rd February, 1819, both Houses appointed 
Committees to inquire into the state of the Bank ; and, on the 
5th April, they reported that it was expedient to pass an Act 
immediately to restrain the Bank from paying cash in terms 
of its notices of 1816-17. An Act for that purpose was passed in 
two days’ time. It was stated in the Report of the Commons 
that in the first six months of 1818, 125 millions of francs had 
been coined at the French mint, three-fourths of which had been 
derived from the gold coin of this country. The Act forbade the 
Bank to make any payments in gold whatever, either for 
fractional sums under £5, or any of their Notes, during that 
Session of Parliament. The Act, therefore, totally closed the 
Bank for payments in cash 

111 . As we have given the names of the Committees of 1804 
and 1810, we subjoin those of the Committees of both Houses 
in 1819. Those in the Commons were Lord Castlereagh, Mr* 
Vansittart, Mr. Tierney, Mr. Canning, Mr. Wellesley Pole, 
Mr. Lamb, Mr. F. Robinson, Mr. Grenfell, Mr. Huskisson, Mr. 
Abercromby, Mr. Banks, Sir James Mackintosh, Mr. Peel, Sir 
John Nicoll, Mr. Littleton, Mr. Wilson, Mr. Stuart Wortley, 
Mr. Manning, Mr. Frankland Lewis, Mr. Ashhurst, Sir John 
Newport. The Committee of the Lords were the Earl of 
Harrowby, Duke of Wellington, Marquis of Lansdowne, Duke 
of Montrose, Earl of Liverpool, Earl of St. Germains, Earl 
Bathurst, Viscount Sidmouth, Earl of Aberdeen, Earl Granville, 
Lord King, Lord Grenville, Lord Redesdale, Earl of Lauderdale! 
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112* The chief points of interest in these reports ro^nirdinp; 
our present subject are the opinions held by the witnesbes re- 
specting the great doctrines of the Bullion Report. The n*ports 
of neither JIousc entered into the question of the theory of the 
Currency : they were confined to recommending a certain course 
of action ; but they examined a numlier of witnesses of the first 
eminence on the subjecit, and the result of their evidence is most 
extraordinary. It will be remembered that, both in 1804 and 
1810, the immense preponderance of commercial testimony was 
entirely adverse to the doctrine that the issues of Paper Oumney 
had any effect upon the Exchanges, or the price of Bullion, or 
should be regulated by them. Nevertheless, the reports of both 
Committees were entirely in the teeth of the mer<*antile evidence. 
The Bullion Report had now been before the country f<u' nine 
years, and had caused more public discussion, both in l^irliament 
and in the press, than almost any subject whatever ? and it is 
.perfectly manifest that if its principles were en’oneoits, tlie 
commercial world would only have been further strengthened ia 
their opi>osition to them. But what was the result now ? The 
overwhelming mass of commercial evidence was entirely in 
their favour. The current of mercantile opinion was now just as 
strong on their side as it had formerly been against them. What 
could be more triumphant than this? What could be more 
splendid testimony to their accuracy and soundness than the fact 
that they had converted the immense hostile majority of the 
commercial world ? 

113, In order to give some idea of this remarkable change 
in opinion, we must make some extracts from the evidence of the 
witnesses 

Mr. Dorrein, Governor of the Bank, said to the Zords^ Com^ 
miitee, p. 31 — 

^ The advances of the Bank to Government upon Exchequer 
bills cannot be recalled at the pleasure of the Bank. But, when 
money is lent at short periods, the Bank has a control over an 
excess of circulation, so as to check any improper speculation, and 
the means of sending bullion out of the country; and thus the 
Bank would have an influence over the Foreign Exchanges’^ 

Are you, then, of opinion that the Exchanges are affected by 
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the increase or diminution of the number of Bank Notes in 
circulation ? ” 

A scarcity of circulating medium, of whatever it may con- 
sist, will oblige rderchants to draw in their funds from foreign 
countries, and the superabundance of it will send the precious 
metals out of the country ” 

The consequences of a scarcity of money would be to force 
an export of merchandise and manufactures, which would render 
the Exchanges favourable to this country ” 

{Before Commons' Committee, p, 32) 

'‘A lessened circulation wiU have an effect to render the 
Exchange favourable ? ” 

Because it would force an export of merchandise, and an 
export of merchandise would bring money into the country” 

You have said that a contraction of the issues would lower 
all prices. Are the Committee not to understand that it must 
lower the prices of gold and silver, as well as of all other 
commodities ? ” 

I apprehend it would ” 

Assuming the course of Foreign Exchanges to be 5 per cent, 
against this country, would not the effect of a diminution in the 
price of commodities, clearly, consequent on a diminution of 
issues, be to restore the Exchanges to par ? ” 

The effect would be to force an export, and thereby raise the 
Exchange” 

114. Mr. Pole, Deputy-Governor to the Bank, said to the 
Lordi Committee, p, 35 — 

Whether the gold appearing to vanish, and going out of the 
country, does not proceed, in your judgment, from the un- 
favourable state of the Exchanges ? ” 

Certainly ” 

Is it your opinion that the Exchanges are affected by the 
increase or diminution of the circulation of Bank of England 
Notes?” 

Inasmuch as in that case the interest of money becomes so 
reduced in this country as to hold out a beneficial prospect to 
persons in sending their capital from this country, to be invested 
in foreign securities, where a lai'ger interest is made, conse- 
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qucntly, a debt is created from this country, payable to foreign 
countries 

{To Conumns' Commiitep, 2^- 

Do you think a considerable reduction in the amount of your 
paper issues would affect the Exchange ? 

«Ido’» 

Is the answer you have given with respect to the effect upon 
the Exchange of a reduction of the issues of the Bank founded 
on observation and experience of particular cases, or the result 
of reasoning only ? ” 

^‘Entirely upon reasoning; and my reasons are, that I con- 
ceive it would compel persona to withdraw their capital from the 
continent to this country, on purpose to bo able to supix>rt their 
own payments ’’ 

U6, Mr. Haldimand, a director for ten years, but at that 
lime out by rotation, said to the Lords" Committee, 40 — ' 

Do you conceive that, by a considerable reduction on the 
part of the Bank of the amount of its issues, the Bank would be 
enabled to resume with safety its payments in cash H*" 

Most decidedly ” 

‘^Are we to understand, then, that, in yonr judgment, the 
effect of such a reduction of its issues would be to render the 
Exchange favourable to this country ? ” 

certainly have always considered the amount of the issues 
of the Bank of England to act as a powerful lever upon all our 
Foreign Exchanges, so as to regulate their rise and fall ” 

“I conceive the Exchange to be affected by the aggregate 
amount of the issues of the country bauk, and Bank of England 
paper” 

**You have stated, on a former day, that you always con- 
sidered the amount of issues of Bank Notes to act as a powerful 
lever upon all IToreign Exchanges, so as to regulate their rise and 
fall ; do you apply this to the price of gold ? ” 

" Do you ground this opinion upon reasoning, or upon what 
you have observed to take place ? ” 

^ I have grounded my opinion formerly upon reasoning, and 
my observation has since justified that opinion ” 
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The witness produced a report of the Governor of the Bank 
of Prance, detailing a commercial crisis, and offering very strong 
and clear proof that an excess of paper circulation did affect both 
the Exchanges and the price of bullion 

appearing from the accounts before us that the Exchanges 
were very nearly par in the month of September last, and after- 
wards became more unfavourable than they had been since 1815, 
to what do you ascribe the great depression which has taken 
place since that time ? ’’ 

‘^It would be difficult to point out the particular circumstances 
independent of the great principle of the depreciation of our 
Paper Currency, which affect our Exchanges from time to time. 
I believe that the investments in foreign stocks did for a moment 
produce part of that fall, but I should attribute a very small 
part of it to that cause, and fall back upon my principle of. an 
excess of Currency. I most certainly believe that, had the Bank 
at that moment been paying its notes in specie, the depression 
alluded to would not have taken place. I ground my opinion 
on what I observe to be passing between other countries with 
regard to their Exchange operations. France has at this minute 
nearly twenty millions sterling to pay to foreign powers; and 
although three payments have been already made, and the whole 
are to be completed within 27 months, no sensible effect has 
been produced upon its Exchanges with other countries equally 
paying their notes in specie, such as Holland and Hamburg; 
nor does it appear that any inconvenient diminution has yet 
taken, or is contemplated to take place in the Metallic Currency 
of that country. My opinion is, that a very small portion of this 
large payment will be made in specie or bullion. When a certain 
amount of the circulating medium has left France, the remainder 
will rise in value, and goods fall in price, when, consequently, it 
will become more advantageous to France to remit the remainder 
in its produce and manufactures from time to time ” 

(Before Commons' Committee,) 

"I look upon this forced reduction of the issues of the Bank 
of England as necessary in order to restore the rest of the paper 
in circulation to its ancient value in gold, and the Exchanges to 
par. I have no hesitation in stating it to be my decided opinion 
that the Exchanges would be restored to par immediately the 
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Bank resumed its payments. I think the depressed state of the 
Exchanges arises entirely from the excessive issue of Batik of 
England Notes. I have never heard of any country not paying 
its paper in specie on demand where such paper hiis not been 
depreciated ” 

“You are understood to say, it is your opinion that the 
Foreign Exchanges and the price of gold are principally affected 
by the amount of issues of Paper Currency ? ” 

“ That is my opinion ” 

“ What reason have you for believing that the circulation for 
the last half-year bore a greater proportion to the supply required 
for the purposes of trade than the circulation of the last half-year 
of 1817?” 

“ Because the paper was more depreciated at one time than at 
the other ; or, in other words, because the market price of gold 
was higher at the former than at the latter period” 

“ Do you consider the price of gold to be the chief criterion by 
which to judge of the excessive issue of Bank Notes ? ” 

“Ido” 

“ I happened to be in Paris in October last, when the Bank 
of France reduced its issues upon discounts very considerably and 
suddenly. The issues of the Bank of France upon discounts at 
that period were ISO millions of francs, which was more than 
double the highest amomit that was ever previously known. 
This step on the part of the directors of the Bank of France 
was occasioned by the following circumstances. The Metallic 
Currency was leaving the country in all directions, owing, in all 
probability, to some trifling degree to the over-issue of paper, 
partly to some large financial operations in Russia, and partly to 
the enormous payments that France had engaged to tnnTrA to 
foreign powers, which amounted to nearly 20 millions sterling. 
The Paris bankers, therefore, anticipating a great demand for 
bills upon all foreign countries, were remitting specie to meet 
the drafts which they intended to negotiate to the agents of all 
those foreign powers, with a small advantage upon their re- 
mittance. The sudden diminution, however, of the discounts 
of the Bank, caused the Exchange to turn in favour of France, 
and immediately paralysed all these operations; the Metallic 
Currency made a retrograde movement, tmd was restored to 
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Paris and to those parts where the greatest distress had been 
felt ” 

“You have stated that you attribute the present high price 
of gold above the Mint Price, and the unfavourable state of the 
Exchange, to the excessive issues of the Bank of England, in- 
fluencing thereby the general paper circulation of the country ; 
have you any other reason for deeming the issues of the Bank 
of England to be excessive, except that indication which you 
collect from the price of gold and the state of the Ex-^ 
change ? 

“ I never saw these effects produced by any other cause in any 
country in the world ” 

“ Is the Committee to understand your opinion to be, that a 
high price of gold and an unfavourable state of the Exchange 
ought, in the discretion of the Bank of England, to lead to a 
reduction of their issues until that high price of gold or un- 
favourable state of Exchange is reduced, if not to par, to that 
price above par which amounts to the expense of transfer of the 
precious metals from one country to the other 

“ I am decidedly of that opinion” 

“Is the Committee to understand you to be of opinion that 
that is the true criterion for the Bank to look to, whether the 
Bank be open or shut ? ” 

“ It is, in my conception, the only criterion ” 

“ I consider the same doctrine to hold good in the case of wai 
as well as of peace ” 

“ You are of opinion that the partial openings of the Bank 
failed in effect, because the Bank did not simultaneously contract 
their paper issues, and not because a partial opening would in no 
case have any effect whatever ? ” 

“In my view of the subject, a partial opening will always fail 
unless the whole Currency of the country be previously reduced 
in amount, so as to restore it to the standard of the Metallic 
Currency thus partially issued ” 

“ Of that restoration, you are understood to admit no other 
test than the favourableness of Exchange and the reduction 
of the price of gold to the Mint Price ?” 

“I know of no other test ” 

“If we reduce the amount of our paper circulation sufficiently 
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the precious metals would flow into the country from every 
ilircction — no Act of Parliament could stop the current ” 

“ I should consider it a breach of contract for the Government 
of this country to alter the Mint Price of gold” 

This witness entered into numerous details in support of his 
opinions, which would be too long to insert here 

116. Mr. William Ward, a Bank director, a cambist, and 
Mediterranean merchant. Lords' CommitU.e, p. 60 — 

“ You have stated that a reduction of four millions in the 
amount of Bank Notes in circulation would probably produce a 
favourable turn in the Exchanges ; do yon found such an opinion 
upon reasoning, or upon having observed, as a cambist, that the 
diminution or increase in the numerical amount of Bank Notes 
has usually produced corresponding effects upon the Exchangi-s, 
and the price of gold in this country, since the Bank re 
striction ?” 

“ I ground my opinion upon reasoning ; I do not rely upon 
the numerical amount of Bank Notes exclusively” 

“ Can we confidently depend upon the effect of a reduction 
of Bank Notes towards producing a favourable Exchange ? ” 

“ I would rely upon it in an Exchange transaction where my 
own interest was at stake ” 

{To the Commons' Committee, p. 73) 

“ To what extent do you conceive the rate of Exchange and 
the price of gold are affected by the issue of Bank Notes ? ” 

“ I conceive they are affected to a very considerable extent, 
directly or indirectly ” 

“ Supposing the other causes which affect the Exchange to 
operate equally at two different periods, do you think the price 
of gold, and the rate of Exchange, would be the criterion by 
which yon might judge the adequate or excessive issue of Bank 
Notes?” 

“Yes, I do” 

“ Under a system of cash payments, do you believe that the 
Market Price of gold will ever be permanently above the Mint 
Price, or the rate of our Foreign Exchanges more below par than 
would amount to the expense of the transmission of gold ficom 
this country to the Continent B ” 



72 


THBOEY AND PEACTICB OP BANKING 


‘‘KTo; the Market Price would not exceed the Mint Price 
permanently” 

** Then, would the Bank ever have occasion to pay more than 
the Mint Price for the gold they purchase ? ” 

** I conceive they would not have to pay more 

117. Mr. Samuel Thornton, Bank director for thirty-nine 
years. Commons^ Committee, p, 85 — 

In regulating the amount of their issues, hy what principle 
is the conduct of the Bank of England guided ? ” 

“ I have always considered it my duty to consider the amount 
of the Ifotes out, and what could be the cause for a call for an 
increase. I also felt it my duty to look at the state of the Foreign 
Exchanges and the price of bullion” 

^‘Have the goodness to state your reason for thinking it 
desirable to take into the account the rate of Exchange, and the 
price of bullion, in regulating the amount of the issues ? ” 

“ It must be obvious that if there were an excess of Bank 
Notes beyond what was required by the trade of the country, 
the price of bullion would thereby be raised ; and I am ready to 
admit that it would have the same effect upon the Exchanges ” 

118. Mr. John Irving, of the firm of Eeid, Irving, and Co. 
Commons^ Committee, p. 94 — 

Putting out of consideration the embarrassment of trade, 
which might be occasioned by a limitation of the issues of the 
Bank, do you think it is in the power of the Bank, by such 
limitation, to restore a favourable rate of Exchange, and to 
reduce the price of gold ? ” 

I am of that opinion ” 

Gould such fluctuations take place if we possessed a Me- 
tallic Ourrency, as the measure of our Exchange with foreign 
countries ? ” 

Certainly not” 

119. Mr. Holland, a partner of Baring, Brothers, and Co. 
Cmnmons^ Committee, p. 114 — 

"In what degree do you consider that the Foreign Exchanges 
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arc affected by the increase or diminution of Bank of England 
paper?” 

“ I certainly consider that the Eoroigu Exchanges are affected 
by the increase of Bank of England paper ” 

Do yon think a considerable reduction of the amount of Bank 
of England paper would have the efibctof restoring the Exchange 
in favour of this country, and of preventing a very considerable 
depression? 

That is my opinion ” 

As you consider there would be no great fluctuation in the 
price of gold, supposing the circulation of this country to consist 
of coin, or paper convertible into coin, to what do you attribute 
the present fluctuations ? ” 

The quantity of paper in the market is greater than the 
market can bear. If it is thought desirable to reduce the price 
of gold to £8 17s. I conceive that that can only be done 

by a reduction of the paper ” 

‘‘You have stated that action and re-action will bring Ex- 
changes round, and bring gold to its level ; if that is the case, 
in what way can you account for the circumstance that the coin 
has, from the beginning of his present Majesty’s reign, constantly 
found its way out of the country, and not found any re-aotion to 
bring it back again ? ” 

“ If the Market Price of gold is higher than the Mint Price, it 
is impossible to keep it in the country ” 

“ Would you not think one of the circumstances that would 
render the Exchanges im favourable to this country, and raise the 
price of gold above the Mint Price, to be an unfavourable state 
of things in this country, or, in other words, a balance of pay 
ments against the country ? ” 

“ No, I do not ; because I should call gold the general leveller 
between all commercial nations, and that it invariably brings 
back the Excliangcs to their proper level, taking gold against gold, 
as the standard of value ” 

“If the Bank of England paid in specie upon demand, 
do you believe tliere ever could exist, for any length of time, 
a material difference between the Mint and the Market Price 
of gold ?” 

“ Decidedly not in my opinion 
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120. Mr. Thomas Tooke. LorAi Gommittee, p. 168— 

By what means do you think that the Exchanges could be 
restored, and the price of gold reduced ? ” 

By keeping down the Bank issues of their notes to their 
present amount, and judging, by the course of Exchange and of 
the bullion market, how far any further reduction might be no 
cessary to acomplish that object ” 

What do you mean by our circulation being at a level with 
that of other countries ? ” 

‘‘ When the price of bullion and the Exchanges combined are 
at, or within a trifle of, par ” 

“ Do you consider a favourable course of Exchange as an 
indication that there is not an excess of paper issues ? 

‘‘ If that state of Exchange is of any considerable duration, it 
affords a presumption that the issue has not been excessive during 
that period, but the only undeniable test is the price of gold 
being that into which the paper is convertible ” 

It appearing by accounts before the Committee, that from 
the 13th April, 1804, to the 17th November, 1805, being eighteen 
months, that the Market Price of gold was uniformly £4, and 
that during the same period of eighteen months the course of 
Exchange was uniformly in our favour, are you of opinion that 
during that time there was an excess of paper issued ? ” 

Upon the whole I should answer in the affirmative as I have 
before said that I consider the price of gold to be the only 
unerring test, and that the Exchanges, even for moderately long 
intervals, afford only a presumption” 

State the ground upon which you consider the price of 
bullion as a surer test of the question of the excessive issue of 
paper, than the course of Exchanges ? ” 

Because, if the coin be perfect, and the paper strictly con- 
vertible into that coin, there cannot be any inducement to any 
individual (the Bank issuing the paper excepted) to give more 
than £3 175. 10\d, per oz. for gold of the same standard, while 
the Exchange may be influenced by several circumstances, within 
the limits in time in which, and of expense at which, the coin 
could be brought from one country to the other. The Exchange 
may therefore fluctuate, while the price of gold remains stationary^ 
Do you mean by an excess of paper issued, not an excess 
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nboTC what tlic deniaiul of internal commerce may require, but 
an excess above that amount to which you think the paper should 
be reduced, in order to bring the Market Price of gold down to 
the Mint Price ? ” 

I do not know any criterion of the internal demand for a 
medium of circulation, but that amount which would have cir- 
culated if the Currency had consisted of coin only, or coin and 
paper convertible into coin ” 

121. Mr. Ricardo, Lonli Committee, p, 187 — 

The Bank has always the power to regulate the price of 
bullion by limiting or increasing the quantity of their notes ” 
(Conmona^ Committee, ji, loJ>) 

Do you conceive that the Paper Currency of this country is 
now excessive, and depreciated in comparison with gold, and 
that the higli price of bullion, and low rate of Exchange, are the 
consequences as well as the sign of that depreciation ? 

‘‘Yes I do’’ 

“ Then, do you consider the high price of gold to be a certain 
sign of the depreciation of Bank Notes ? ” 

“ I consider it to bo certain sign of the depreciation of Bank 
Notes, because I consider the standard of the Currency to be 
bullion, and, whether that bullion be more or less valuable, the 
paper ought to conform to that value, and would under the system 
we pursued previously to 1797 ” 

It appears by the accounts already referred to, that the price 
of gold in this country in April, 1815 was £5 75 ., and in April, 
181 G, £4 Is., being a difference of from 25 to 30 per cent., such 
price being always measured in our Paper Currency; do you 
know whether, during the same period, any such variation, or 
any variation, in the price of gold, took place in Prance, or in 
any other continental country ? ” 

“ It appears to me that in France there can be no variation in 
the price of the metal, which is the standard of the Currency, 
and, with respect to the variations in the other metal, which is 
not the standard of the Ourrenoy, it must at all times be confined 
to the variations which take place in the relative value of the two 
metals generally in Europe ” 

^ If then it should appear that during the period referred to 
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Ro variation whatever has taken place in the price of gold in 
Paris, would you infer from that circumstance that the variation 
in the price of gold between April, 1815, and April, 3810, arose 
from the variation in the value of paper, and not of gold ? ” 

Every fall in the price of the standard metal is immediately 
connoted in France, by a reduction of the amount of the circu- 
lation; if no similar reduction takes place under the same 
circumstances in our circulation there must necessarily bo a 
redundancy, and an excess of the market above the Mint price 
of gold; in a sound state of the Currency the 
value of gold may vary but its price cannot ’’ 
The variation you alluded to in your answer to a former 
question is what you meant by the depreciation of the paper in 
your answer to a question before put to you ? ” 

“ From whatever cause may arise the difference in the value 
between paper and gold (and I have enumerated several), 
I always call the paper depreciated when the Market Price 
exceeds the Mint Price of gold ” 

‘^Do you consider the difference between the Market and 
Mint Price of gold to be the criterion of the depreciation 
of Bank Notes ? ” 

Strictly so ” 

‘‘ Do you not consider that coin or bullion are distinguishable 
from Bank Notes in this important respect, that the coin or 
bullion, being the medium of universal Exchange, operates in the 
nature of a Bill of Exchange, whereas the Bank Note does not 
possess this quality ; must not, therefore, the value of the coin 
or bullion follow the rate of the Exchange, whilst the Bank Note 
cannot be influenced by such an operation ? ” 

Certainly ; a Bank Note not payable in specie is confined to 
our circulation, and cannot make a foreign payment ; a Bank 
Note payable in specie is the same thing as coin or bullion ” 

May not this distinguishing quality between the Bank Note 
and the bullion explain the difference of value, without its 
following that the Bank Note is depreciated for any purpose 
of measuring the value of commodities within this country ? 

No, I think it cannot ; the term depreciation, I conceive, 
does not mean a mere diminution in value, lut it mmm a 
diminished relative value on a comjparison with something which 
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t.i a standard. And, therefore, I think it qnito possible that a 
Bank Note may l)e depreciated, altliough it should rise in Taluc, 
if it did not rise in value in a degree equal to the standard, by 
■which only its depreciation is measured ” 

“ You have stated an opinion, that the contraction of issue? 
of paper would at all times restore the price of gold to the Mint 
Price, and render the Exchange favourable to the country; sup- 
posing the balance of payments of the country to be against us, 
in what manner would you have them paid ?’’ 

“ It appears to me that a reduction in the amount of Currency 
may always restore the price of bullion to the Mint Price ; but I 
have not said that that will always restore the Exchange to par” 

122. Mr. Alexander Baring, afterwards Lord Ashburton. 
Lords' Committee, p. 10 — 

" Is it your opinion that the Exchanges and the price of gold 
are aifected by the increase or diminution of the circulation 
of the Notes of the Bank of England ? ” 

“ I can have no doubt of it whatever ; I have always con- 
sidered the price of bullion and the rates of Exchange, which, for 
this purpose, are the same things, dependent on the paper 
circulation, and liable to be related by its contraction or 
expansion. I do not mean to say that the Eoreign Exchanges, 
or the price of bullion, would vary always in pi-oportion to any 
alteration in the amount of the paper of the Bank of England, 
or even of the paper of the country at large, because there are 
various circumstances which, at different times, vary the amount 
of the circulating medium required for the use of every country; 
and sometimes, for instance, twenty-five millions of Bank paper 
may be too much, when, at another period, thirty millions may 
be too little. It is the great defect of a Paper Currency that 
it cannot adapt itself to this change of circumstances” 

“Are you of opinion that the loans which have been con- 
tracted for in Foreign States, particularly in France, since the 
peace, have had an unfavourable effect upon the Exchanges 
of this country ? ” 

“ The circulation of the country being in its present states 
payments abroad, from whatever cause arising, must have an 
effect upon the Exchange ” 
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What do you mean by the present state of the circtilation 
of the country ? ” 

mean that if the circulation were in its former state 
of payment in specie, that no payments abroad would bring the 
Exchanges materially below their par; but with a paper whic'h 
has no regulator of its value, it is undoubtedly liable to depre- 
ciation by foreign payments, as has been amply proved in the 
course of the last war ’’ 

Were you at Paris at the time of the great crisis of the 
Bank of Paris ? ” 

was; and I believe the information contained in the 
Governor’s report to the proprietors in January last, as to tho 
effect of the reduction of their issues upon Foreign Exchanges, 
and upon the amount of bulhon in their vaults, to be correctly 
stated. The effect of the reduction in their discounts upon the 
Exchanges, and upon their bullion, seems to me singularly 
applicable to the present question. Their bullion was reduced, 
by imprudent issues, from 117 millions of francs to 84 millions 
of francs, and has returned, by more prudent and cautious 
measures, to 100 millions of francs, at which it stood ten days 
ago” 

Are we to understand, then, that, in your judgment, con- 
siderable importations of grain in years of unfavourable harvests 
would have an unfavourable effect upon the Exchange ? ” 

think it would in any country having a circulation of 
paper, not payable on demand, and where there are no means 
of contracting its amount, so as to perform for the circulation 
the same office which a sound circulation of specie would do for 
itself” 

Would it have the same, or any, effect in a country where 
the circulation was partly of specie and partly of paper, con- 
vertible into specie, as before the Bank restriction ? ” 

I think that no demand, however pressing, and of whatever 
nature, would make such a fall in the Exchanges as would exceed 
the expense of the transport of coin, combined with the risk 
of the violation of the law, so long as a law exists against ex- 
porting the com. This opinion, founded, as it is, upon tho 
principle of circulation, is amply confirmed by the uniform 
experience of this country before the restriction of cash payments, 
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and of cTOTy other country with which I have been acquainted. 
This principle has been put, perhaps, more severely to the test 
within the hist two yeara in France than in any other instiun'e. 
France having had a large payment to make abroad, boj'ond the 
apparent means of her commerce, and without any equivalent 
retui'n, and these payments having produced no derangement 
whatever of the circulation of that country” 

123. Mr. John Ward, general merchant, with much ex- 
perience in money operations. Gmnmom' Committee, p. 289 — 

“ Is it your opinion that the rate of Foreign Exchanges, and 
the Market Price of gold, are afTected by an increase or diminution 
in the amount of Bank paper ? ” 

“ Certainly ” 

“ Do you think it would be in the power of the Bank, by a 
reduction in the amount of their paper issues, to restore a 
favourable rate of Exchange, and to reduce the Market Price 
of gold to the Mint Price ? ” 

“ That is my opinion ” 

“Are you of opinion that, under the restriction of cash 
payments, the excess of the Market Price above the Mint Price 
of gold is an indication of the Paper Currency being depreciated, 
during the restriction of cash payments ? ” 

“ Certainly ” 

“ Is the amount of that excess of the Market above the Mint 
Price of gold the measure of that depreciation in your opinion ? ” 

“It is” 

“ You have stated that you consider the paper of the Bank 
of England to have been depreciated by excessive issue ; during 
how long a period do you consider that depreciation to have 
existed ? ” 

“ I cannot distinctly state for how long a period unless I could 
compare it with the value of gold” 

“ About how long ? " 

“ So long as the price of gold bullion has been above the Mint 
Price” 

124. The above extracts, which are only a portion of the 
evidence given by the great majority of the witnesses, are 
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sufficient to shew the extraordinary change which had taken 
place in the opinion of the commercial world since the Eeport 
of the Bullion Committee, with respect to the great question 
of the connection between the Paper Currency, the price 
of bullion, and the Foreign Exchanges. The old opinions had 
scarcely a voice in their favour ; even Mr. Harman, who had on 
all previous occasions been the stoutest antagonist of the principles 
of the Bullion Report, was considerably shaken in his opinion* 
Notwithstanding, however, that the governor and deputy'-governor, 
and several other directors of the Bank, had given in their ad- 
herence to these doctrines, the majority of the court still persisted 
in the old opinions ; and, on the occasion of some questions 
having been sent for their consideration by the Committee of the 
House of Commons, took the opportunity of recording publicly 
their disapproval of the doctnnes which were now in the 
ascendent. On the 25th March they resolved — 

‘‘ That this court cannot refrain from adverting to an opinion, 
strongly insisted upon by some, that the Bank had only to reduce 
its issue, to obtain a favourable turn in the Exchanges, and a 
consequent influx of the precious metals ; the court conceives it 
to be its duty to declare that it is unable to discover any solid 
foundation for such a sentiment ” 

126. The Report of the Lords’ Committee contented itself 
with recording the opinions of the different witnesses upon the 
great question so long agitated, it pronounced no judgment of its 
own upon the soundness of the different views. It, however, 
was very decided in the recommendation to return to the ancient 
metallic standard as speedily as could be done, with a due regard 
to the interests of commerce. The Committee of the Commons 
expressed their opinion that, when the Exchanges became un- 
favourable, and the Market Price of gold rose above the Mint 
Prioe, the only mode in which the Bank could have retained the 
coin in ciiculation was by contracting their issues. And they said 
that, however the Exchanges might have been affected during the 
last and preceding year, they had no reason to apprehend the 
same or any other causes could continue to affect them in such a 
degree as to preclude the Bank of England, by a constant 
reference to the Exchanges and the price of gold, and, when 
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necessary, by a cautious reduction of their Paper Currency, from 
gradually approximating its value to that of gold, and ultimately 
re-establishing and maintaining it at par. Both Houses agreed 
in recommending that after the 1st February, 1820, the Bank 
should be required to deliver gold of standard fineness in 
quantities of not less than 60 ounces, at £4 Is. per ounce ; that 
after the 1st October, 1820, the rate should be reduced to 
£B IBs. Gd . ; and after the 1st May, 1821, it should be reduced 
to the Mint price of £8 17^. per ounce, that this liability 
to pay in bullion should continue for not less than two, nor more 
than three years, from 1st May, 1821, when payments in cash 
should be resumed. They also expressed their opinion that the 
great destruction of country bank paper of 181G-17 had been 
partly instrumental in reducing the price of gold, and making 
the Exchanges favourable during that period. That, from the 
numerous circumstances affecting the value of Bank of England 
paper — the varying state of commercial credit and confidence — 
the fluctuations in the amount of country bank paper, and other 
reasons, no satisfactory conclusion could be drawn from the mere 
numerical amount of their issues at any given time 

126. The Report was brought before the Lords on the 21stf 
May, 1819, when a petition, signed by about 500 merchants, 
bankers, and others, was presented against it, on the ground that 
the extensive contraction of the Bank’s issues in so short a time, 
as would be rendered necessary by it, would cause general em- 
barrassment. The directors of the Bank communicated a very 
strong representation, containing similar views, to Lord Liverpool, 
which was also laid before the House. Lord Harrowby, however, 
that evening, brought in the ministerial resolutions, which were 
framed in accordance with the Report, and the last of which 
was — That it was expedient to repeal all laws prohibiting the 
melting or exportation of the gold or silver coin of the realm/^ 
Lord Lauderdale moved a series of resolutions in opposition, the 
principal of which was that the Mint Price of gold should be 
altered to correspond with the Market Price 

127. The resolutions were moved in the Lords by Lord 
Liverpool, in a speech of singular clearness and ability. Every 
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word that he uttered told with crushing effect upon the course 
of the Government in 1810. He was an entire convert to the 
principles of the Bullion Eeport, in their fullest extent. He said 
that the three chief points in question were, whether — 1. It was 
expedient to return to some fixed standard of value. 2. Whether 
that standard should be the ancient one. 3. By what means it 
could be done. That the fust point was the most important, 
because it would be found that all the opposition to the measure 
was simply a disguised hostility to return to cash payments at all. 
Many considered that there should be no standard of value ; but 
what civilized country had ever acted upon this principle since 
the world began ? In former times the most disgraceful measures 
had been resorted to, to depreciate the standard, but even that 
was not so bad as having no standard. No country in the world 
had ever established a Currency without a fixed standard of value; 
it might be gold, silver, copper, or even iron, but it must be 
something which had a real value ; it could not be paper, which 
had no real value, but is only a promise of value, and England, 
.the first country for commerce and knowledge of political 
economy, should not be the first to confer on any body of men, 
however pure their motives and conduct, the power of making 
money according to the suggestions of their own interests. 
Policy, good faith, and common honesty called on them to return 
to the ancient standard. No doubt some of the public debts were 
contracted in a depreciated Currency, but yet the contract was to 
pay according to the ancient standard, and they must adhere to 
that if they meant to act honestly. He ridiculed the idea of the 
danger or diflBlculty of doing so. In 1816 gold fell to the Mint 
Price, and, when it was quoted at £3 185. 6^. in the public lists, 
it might, in fact, have been bought cheaper, only the Bank 
determined to be the only purchaser, and gave that price. Since 
.then it had risen to 6| per cent, above the Mint Price, but at the 
time he was speaking it was only 8 per cent, above the standard 
.price. A noble Earl had doubted whether it was in the Bankas 
power to bring gold to the Mint Price by contracting its issues. 
The question was, no doubt, somewhat obscure, but the Report 
would shew that there was not a single practical man, even 
among those most hostile to the intended measure, who did not 
admit that a contraction of the Bank’s issues must necessarily 
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have the effect of rendering the Exchange favourable to this 
country, and of lowering the price of bullion. He himself enter- 
tained no doubt upon the point. The plan proposed by the 
resolutions gave ample time for the Bank to make all necessary 
preparations without injury to the commercial interests by too 
sudden a contraction. The subject of the quantiiy of the circu- 
lating medium necessary for commercial transactions was one 
of the greatest importance ; it was one, however, in which it was 
impossible to fix any nice proportion, and in his opinion, the 
only criterion of a circulation beings sxi£B.cient 
or excessive was to be found solely in its value 
when compared with the precious metals. The 
real value of paper could only be ascertained by its convertibility 
into specie. If that test was adopted it made little difference 
what the circulating medium was composed of. In Lancashire it 
ohwfly consisted of Bills of Exchange, which was found to 
succeed perfectly in that county. If any country or district was 
possessed of real and substantial wealth, it would soon find a 
circulating medium for itself. The measures proposed, in his 
opinion, would lead to no inconvenience; if any could have 
arisen, they had been incurred already, and if Parliament would 
steadily adhere to the course recommended, they would see the 
ancient standard restored without material distress to any one 

128. Lord Lauderdale made some severe remarks upon the 
strong speech made by Lord Liverpool in favour of the very 
doctrines he had been twelve years in controverting. Lord King 
heartily approved of the resolutions, and especially that the time 
was fixed by Parliament, when the Bank should resume cash 
payments, as the public would now have a security beyond the 
discretion of the Bank directore. The numerical amount of 
Bank notes could be no guidance for the amount of issues. The 
only rule which could be given for their regulation was to keep 
gold at the Mint Price. This was the only check on the vicious 
practice which 22 years’ usage had accustomed some to consider 
as the natural state of the Currency of the country 

129. Lord Grenville spoke with great earnestness in favour 
of the lesolutionB, and his sentiments deserve most particular 

O 2 
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attention, because he was one of the Cabinet who originally 
proposed the Restriction Act. He now, however, came forward 
to repeat, in the most emphatic tenns, what he had already 
avowed, that he considered the restriction as one of the greatest 
calamities under which this suffering country laboured. He had 
frequently had occasion to lament and deplore the part which he 
had himself taken on its original proposition, in prolonging it 
for the term of the then existing war. Having avowed his error 
in so doing, as became an honest man, at the commencement of 
the last war, and having foreseen, but too truly, aU the misery 
that followed, he felt great joy that the country could now look 
forward with certainty to the repeal of that injudicious and 
unfortunate measure. There was no difference in principle 
between the excessive issues of the Bank of England and those 
of Austria, Prussia, and Russia. He was most anxious to place 
on record his opinion, that the evils of the restriction had far 
counterbalanced its good, and that future statesmen might know 
that the opinion that this measure had saved the country was 
not unanimous. He hoped it would be recorded of him, as his 
decided conviction, that in proportion to the danger under which 
the country laboured, was the impolicy and desperate madness 
of such a measure as they were now considering how to rescind. 
Whatever temporary advantages might be furnished to indi* 
viduals from too liberal issues, those very individuals generally 
suffered tenfold injury. While the Bank was lending money 
with one hand, with the other it was shaking the foundation of 
contracts, affecting all prices, involving the country in distress 
and individuals in ruin ten times greater than any benefits they 
could derive from liberal issues. Increased bankruptcies in- 
variably followed increased issues. The miseries of 1816 were 
the sure consequences of the extravagant issues of the pre- 
ceding year; the country bank paper, which was not propped 
up by law like Bank paper, was fearfully depreciated and had 
involved the whole kingdom in general desolation. Trade, 
commerce, agriculture, the classes even most remote from any 
connection with the paper system, found themselves suddenly 
consigned to total and inexplicable ruin. The sight of the misery 
thus caused would fill them with horror. In commerce, as in 
war, there could be but one sure basis of management, and that 
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was a Currency regulated by a standard of metallic value. Not 
that metal was necessary as metal^ but as possessing valm^ 
It was impossible to represent value except by value. For 
this reason, all civilized countries had adopted a metallic 
standard. The original names of the divisions of money ia 
all known languages referred to the weight of the metal. It 
was so among the Hebrews, the Greeks, the Eomans, the French, 
the English. The pound in England, and the livre in France, 
were originally a pound weight of metal. The weight of the 
metal had been diminished in each country in the coins at 
different periods, but each case of such reduction was a fraud 
upon the people, and it had always been done in times of dis- 
content and turbulence. It was attempted to be done in the 
days of Edward VI., but the advisers of the measure were com- 
pelled to retrace their steps through fear of an insurrection. It 
w^as time, therefore, to return to a fixed measure, and to put an 
end to a system of variable value, when every one’s property 
was at the mercy of a body of individuals. We must have a 
0uiTency-2f<^stablished on public faith — on public laws. The 
depreciation of the Paper Currency had been nearly one third, 
and every one who held it had lost t© that amount. There was 
no disposition now in any class to deny this. The Directors 
of the Bank of England alone refused to admit the principles of 
the Bullion Report — so wisely and irrefragably established by 
that great man, the late Mr, Horner — a report, which could not 
be read without instruction and admiration, for the depth and 
soundness of its doctrines, and bitter regret for the premature 
loss of a statesman who was sO' well calculated to serve and 
adoru his country. If the Directors would only now believe in 
the Bullion Report, there might be some hope of them, but as 
they did not, they were the last persons who should be left to 
manage the Currency at their own discretion. He did not believe 
in any calculations as to the quantity of circulating medium 
necessary. It was now time that the connection between the 
Government and the Bank of England should be dissolved. It 
was in direct violation of the principles upon which the Bank 
was founded. They must revert to the legitimate standard of 
this country, in respect to its currency. It was not the value 
of that currency, but the value of the metal by which it was 
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regulated, as paper was regulated by tbe price of bullion. In 
the Bullion Eeport, which hereafter, he did not doubt, would 
form a standard, constant and unerring, in the 
political economy of this country, of whose extraordinary merit 
he was not aware until lately, this subject was clearly defined. 
He gave his entire, unlimited, and unqualified approbation to the 
ministerial resolutions 

130. Such are short outlines of the speeches of Lord Liver- 
pool and Lord Grenville upon this momentous question, which 
well deserve to be studied at length in the present time, when 
many of the heresies and fallacies they combated so strongly and 
convincingly, seem springing up again in the public mind. The 
resolutions were then put and agreed to without a division 

131. The resolutions in the Commons were introduced by 
Mr. Peel, on the 24th May, who fteely owned that, in consequence 
of the evidence he had heard, and the discussions upon it, his 
opinions had undergone a material change. He acknowledged, 
without shame or remorse, that his opinions were very different 
now to what they were when he voted against Mr. Horner’s 
resolution in 1811. Having determined to dismiss from his 
mind all former impressions, and the memory of the vote he 
had formerly given, and to give the question his unprejudiced 
and undivided attention, he had now come to the conclusion that 
Mr. Horner’s resolutions represented the true nature and laws of 
our monetary system. Every sound writer agreed that the true 
standard of value consisted of a definite quantity of gold bullion, 
a certain weight of which, with an impression on it denoting it to 
be of that certain weight and fineness, constituted the only true, 
intelligible, and adequate standard of value. Ho doubt the Bank 
was perfectly solvent, but did it follow from that there could be 
no over-issue of its paper ? If solvency alone was a sufficient 
proof that there was no excess of circulation, the theory of Mr. 
Law was just, and the land, as well as the funds, might be safely 
converted into a circulating medium. There was, in fact, no test 
of excess or deficiency, but a comparison with the price of gold. 
As the Bank had so entirely repudiated the principles of the 
.Bullion Eeport, they could not be expected to act upon them ; it 
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might, therefore, appear necessary to prescribe such a limitation 
of their issues as would secure the power of the Bank over the 
foreign Exchanges. He himself thought this a very unwise plan 
because it depended so .much on circumstances, whether or not 
there was an excess of circulation. ThevB loere occasions when 
what was called a run on the Bank might he arrested in its 
injurious consequences hy an increase of its issues. There 
other occasions when such a state of things demanded a curtail- 
ment. In the year 1797, when a run was made on the Bank, 
but when the Exchanges were favourable, and the price of gold 
had not risen, it was proved that an extension of issues might, 
by restoring confidence, have rendered the original restriction 
unnecessary. On the other hand, if the run was the elfect of 
unfavourable Exchanges and the consequent rise in the price of 
gold, the alarm must be met by a redaction of the issues. It 
was, therefore^ impossible to prescribe any specific limitation 
cf issues to be brought into operation at any period, however 
remote. The quantity of circulation which was demanded in a 
time of confidence varied so materially from the amount which a 
period of despondency required, that it was an absolute im* 
possibility to fix any circumscribed amount. He said that the 
time was come when the connection that existed between the 
Government and the Bank must be dissolved, and it must revert 
to its original principle of business. The obstinate opinions of 
the Directors of the Bank shewed that they were unfit to be 
trusted with the management of the pecuniary interests of the 
British community. The House must resume its powers which 
it had abdicated too long. There cx)uld be no inconvenience in 
compelling the Bank to pay in specie at the Mint Price. They 
bad done so from 1776 to 1797, and the price of gold never rose 
above 11s, But it was said that it had since risen to 
£5 and that the standard was variable. The fact was, we 
had since then introduced a substitute for gold, and its price 
was considered in relation to that substitute. Let not the House 
be led away by auy calculation to mistake the price for the 
value* When people talked of gold rising inpricey were they 
prepared to shew that it had risen in intrinsic value f Let 
them not talk of its price in paper, but in any other commodity 
of a real and fixed value* So far from gold having risen in values^ 
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since the last fifty years, it had actually fallen in value, partly 
from the greater abundance of the metal itself, and partly from 
the substitutes that were used for it. A very prevalent theory 
was, that instead of regulating paper by the value of gold — gold 
should be regulated by the value of paper. This was nothing 
less than a fraud upon the public creditor. It was vain to think 
that foreign nations could be imposed upon by such a deception. 
The only result would be, that after the public creditor had 
been cheated, the coin would be debased. The only course was 
to revert to the ancient standard of the realm, and to beware 
of arguments, which were not only fraudulent, but would not 
accomplish their own objects, while they would aggravate present 
difiGlculties. Every deviation from the ancient practice would be 
quoted as a precedent for a more extended departure from that 
practice. Under future difficulties the conduct of their ancestors 
would be panegyrised by the advocates of the suspension of cash 
payments, and conclude because the price of gold had risen still 
further in its relation to paper, that the principle by analogy 
ought to be extended. The restoration of the value of our 
Currency had always been a striking political feature in the 
history of the country, and an object of the most earnest 
solicitude of our most distinguished statesmen. Three periods 
were especially memorable for great reforms in the coinage — 
in the reigns of Edward I., Queen Elizabeth, and William III. 
These periods must ever be regarded with pride and satisfaction. 
They were of much greater difficulty than the present. On 
Queen Elizabeth’s accession the coin was reduced to J of its 
nominal value. Under Burleigh’s advice she resolved to restore 
the value. Plenty of persons dissuaded her from that idea, 
alleging the difficulties of the attempt. But Burleigh maintained 
that those very difficulties should constitute the motives for 
perseverance, as they must raise and establish the character 
of the country, and inspire its enemies with respect. The 
Queen had nobly persevered, and in her monumental inscription, 
above all her titles to distinction, this one shone preeminent 
*‘Moiieta in j ns turn valorem redncta.” He then 
detailed the restoration of the coinage by William III. The 
arguments against it in those times were identical with those 
used against it at the present time. However, fortunately, the 



DEBATE m THE COMMONS 


89 


firmness of King William and Mr. Montague triumphed over 
prejudices in theory, misconceptions in reasoning, and the 
greatest financial and political dififtculties. The idea that this 
country owed its glory and military honours to an inconvertible 
paper currency was ridiculous ; we had abundance of prosperity 
and military glory before 1797, before we were blessed with an 
inconvertible Paper Currency. The true reason of her dijSference 
from other States was that she always kept her faith inviolate. 
It was this that cheered the country under all dangers, and 
caused her to exult in victory. It was this feeling that carried 
the country through the dismal voyage she had just accomplished, 
and now that they had reached the other shore in safety, let them 
not abandon the groat principle which had supported them. 
Every consideration of policy, good faith, and justice, called upon 
them to restore the ancient and permanent standard of value, 
lie allowed that he had once entertained views different from 
those he now held, but he had given his mind candidly to a 
re-investigation of the whole subject, and he felt himself bound 
to state honestly, that he was now a convert to the doctrines 
regarding our currency he had once opposed 

132. The debate that followed was chiefly composed of a 
strain of congratulation and rejoicing at the course adopted by 
the Government and approval of the resolution. Mr. Tierney 
was averse to compliment Mr. Peel too much, as he was thereby 
only complimenting the opinions he himself and his Mends had 
been advocating for many years. But, nevertheless, it was a 
source of sincere pleasure to him to see the maxims he had so 
long been contending for adopted as true policy by the House, 
especially as such ample justice had been done to them by 
Mr. Peel, who now avowed them for the first time. Mr. Ricardo 
said that, when the directors of the Bank were called individually 
before the Committee, they fully admitted that the price of gold 
and the foreign Exchanges were affected by the amount of their 
issues, but, when collected as a court tiiey resolved in direct 
opposition to such opinions. When they avowed such incon- 
sistent opinions, and after the experience the House had had of 
their conduct, it would be the highest indiscretion in Parliament 
not to take the preparations for the resumption of cash payments 
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out of their hands. Mr. Alderman Heygate was almost loft 
alone, to adhere to the opinions of Parliament in 1811 ; lio 
maintained that no depreciation of the paper did exist at that 
time, or ever could exist. However, the current of opinion w^as 
so strong and unanimous, that, though some unimportant amend- 
ments were brought forward, modifying some details in the 
resolutions, but not at all denying their general truth, these were 
all withdrawn, and the resolutions were passed without a dis- 
sentient voice. Mr. Canning declared, amidst loud and general 
cheering, that it was the unanimous determination of Parliament 
that the country should return as soon as possible to the ancient 
standard of value, in the establishment of a Metallic Currency. 
The bill passed the Commons with little further remark 

133 . In the House of Lords the Marquis of Lansdowne 
rejoiced at the introduction of the Bill, on account of the sound 
principles of political economy it contained by recognising a 
metallic standard as the only safe foundation for the circulating 
medium. It recognised the great principles, that the price 
of gold and the foreign Exchanges depended upon the state 
of the Currency. He hoped the country never again would hear 
the wild theories about the Currency which had been so prevalent, 
which were very properly stigmatised by the bill before thorn, 
every enactment of which declared their falsehood. By acting 
on those ruinous ideas, the country had been burdened with an 
overwhelming mass of debt and taxation. The Earl of Liverpool 
said the bill had met with no opposition, and required no 
defence. The chief provisions of this Act, Statute 1819, o. 49, 
were — 

1. ^*The Acts then in force for restraining cash payments 
should be continued till the 1st May, 1823, when they were 
finally to cease” 

2. That, on and after the 1st February, and before the 1st 
October, 1820, the Bank of England should be bound, on any 
person presenting an amount of their notes, not less than of the 
value or price of 60 ounces, to pay them on demand at the rate 
of £4 1^. per ounce, in standard gold bullion, stamped and 
assayed at the Mint ” 

3. '' That between the Isfc October, 1820, and the 1st May, 
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1821, it should pay in a similar manner in gold bullion at the 
rate of £3 195 . per ounce” 

4. “That between the 1st May, 1821, and 1st May, 1823, 
the rate of gold bullion should be £3 17s. lO^d. per ounce 

5. “ During the first period above mentioned, it might pay 
in gold bullion, at any rate, less than £4 Is., and not less than 
£3 19s. per ounce in the second period, at any rate, less 
than £3 19s. Qd., and not less than £3 17s. 10^^., upon giving 
three days’ notice in the ‘ Gazette,’ and specifying the rate ; but, 
after doing so, they were not to raise it again” 

6. “ These payments were to be made in bars or ingots of the 
weight of 60 ozs. each, and the Bank might pay any fractional 
sum less than 40s. above that in the legal silver coin ” 

7. “ The trade in gold bullion and coin was declared entirely 
free and unrestrained ” 

134. In conjunction with this Act, a most salutary measure 
was passed (Statute 1819, o. 76), to put a stop to the evil which 
the Bank directors themselves alleged had brought about the 
catastrophe of 1797, viz., the enormous sums the Government 
had been in the habit of demanding from the Bank by way of 
advances, without any Parliamentary security, which Mr. Pitt 
had so grossly abused. By this Act, the Bank was forbidden to 
make any advances of any description, without the express and 
distinct authority of Parliament for that purpose first had and 
obtained 

136. Thus, at length, this great act of national good faith 
was accomplished. The final triumph of these great principles of 
truth and honesty is a memorable example of the innate power of 
truth to gain the ultimate victory when allowed the inestimable 
advantage of free discussion. No one of ordinary intelligence 
will now venture to deny that the Currency was greatly depreciated 
at the time the Bullion Committee were appointed, and if the 
coin had been degraded to the value of the paper, it would simply 
have been a national bankruptcy. An amazing amount of in- 
genious sophistry was employed, no doubt much of it proceeding 
from honest though mistaken conviction, a still larger portion of 
it arising from the supposed interests of commerce, to maintain 
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that Bank Notes were not depreciated. The real truth, however, 
was discovered by Mr. Thornton and Lord King, and published 
by them, in the pamphlets alluded to above. It was unhesitatingly 
adopted by the greatest statesmen of that day, as appears by the 
lleport of the Committee of 1804 ; it was then pronounced more 
loudly and distinctly, and with greater authority by the Bullion 
Committee in 1810, but it was ridiculed and condemned by the 
great majority of the commercial world, whose wild speculations 
it had a tendency to curb, and rejected by an immense majority 
in Parliament in 1811. But the labour was not wasted in vain. 
The seeds of truth were firmly planted in the public mind ; the 
doctrines, thus despised and rejected in 1811, were sifted and 
discussed by the public during the next eight years, and when the 
next discussion upon them took place in 1819, they had obtained 
the irresistible ascendency in the public mind, so that they were 
enthusiastically adopted by Parliament without a dissenting voice 

136. The overwhelming preponderance of mercantile opinion 
in 1819 adhered to the doctrines of the Bullion Report. One 
body alone obstinately refused to be convinced — the majority oi 
the Court of Directors of the Bank of England. Six of their 
directors had given their evidence in favour of the new doctrines; 
but the court determined, with inveterate pertinacity, to have a 
last fling at them, and passed the resolution we have already 
quoted. It took eight years longer for the light to penetrate the 
Bank parlour. At length, in 1827, the Bank was at last com- 
pelled to strike its colours, and the resolution of 1819 was 
solemnly expunged from its books 

137. When, as we have already seen, the doctrine of the 
rise of the Market Price of bullion, and the fall of the foreign 
Exchanges from a depreciated currency, were so well understood 
by the merchants and statesmen of 1696-97, and the political 
economists of the last century, it may be interesting to inquix’e 
what was the fallacy that so long imposed upon men of undoubted 
ability, and who doubtless held their convictions in perfect good 
faith and honesty ? What was the cause of the great degeneracy 
in sound doctrine between 1696 and 1811, so that it became 
necessary to argue the question from its very foundations ? It 
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ms this, that the men of 1696 conld see that the coinage did 
not contain much more than half of its proper weight of bullion. 
But the men of 1811 failed to see that the Bank note could only 
preserve its value by maintaining a certain proportion with the 
Metallic Currency. That an excess of quantity of the notes 
diminished their value relatively to gold ; and this diminution in 
the value of the promise compared to what it professed to repre- 
sent was exactly identical in principle with a debasement of the 
coinage by alloy, or a depreciation of it from deficiency in weight 
of bullion. When the Bank note became the measure of value, 
it was imperatively necessary that they should be able to purchase 
in the market the weight of bullion they professed to represent. 
When bullion rose to £5 10s. when paid in Bank notes, they 
were exactly in the same predicament as the coinage was under 
William III., when it had lost 25 per cent, of its weight. The 
diminution in the weight of the coinage was palpable to the 
senses, the diminution of the value of the ^'promises to pay’’ was 
only perceptible to the eye of reason and intelligence, and long 
escaped the observation of men who conscientiously disbelieved it 

138. We will now bring this long but important discussion 
to a close, by observing that the grand principles of the Bullion 
Eeport are not what are properly termed matters of Opinion at 
all, but of Demonstration. Persons of the most excellent taste 
and judgment may entertain the widest differences of opinion 
on the comparative merits of various poems, or pictures, or 
pieces of music. There is no absolute standard of truth, which 
will enable any man to assume the oflBioe of arbiter on any of 
these subjects ; at least none has yet been discovered. Different 
poets, artists, and musicians are most in harmony with different 
mental constitutions, of which there is no unerring standard of 
excellence. So in politics, it is a pure matter of opinion and 
judgment which is the best form of government, and which is 
most suitable for any particular people. But the principles of 
monetary science, as laid down in the Bullion Eeport, am matters 
of a totally different nature, they are matters of pure geometrical 
demonstration. They are no more matters of opinion, in the 
proper sense of the expression, than the demonstrations of 
Euclid are matters of opinion. It is acknowledged that there is 
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an absolute standard of truth in such matters. There are many 
excellent persons, and of good ability in other respects, whose 
mental constitution is such that they never can follow out the 
train of reasoning, which establishes the truth of a certain 
famous proposition in Euclid. But we never heard of any one 
writing a pamphlet against thejpow^ asvnorum. Now, the famous 
doctrine of the regulation of the Paper Currency by the price 
of bullion is demonstrably true, and it is as vain to write 
pamphlets against it as against Euclid, B. I., prop. 5. When, 
therefore, a modern author says, ‘Hhe fundamental error of 
Mr, Huskisson, and the Bullion Committee, on the subject, con- 
sisted in the principles which they laid down as axioms, that the 
measure of the depreciation of the Currency was to be found in 
the difference between the Market and the Mint Price of Gold” ; 
this sentence is as wise as if one were to say, ‘Hhe fundamental 
error of Cocker, and subsequent writers on arithmetic, is the 
principle which they adopt as an axiom that twenty-one is equal 
to twenty-one”; and when he says a little further on, " for as 
Bank notes never sank in value compared with specie, whatever 
party spirit may have aflirmed to the contrary,” he makes a 
statement which there is overwhelming evidence to prove to bo 
untrue. 
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Table shelving the chief variations in the MarTcct Price of Gold 
Bullion from 1790 to 1819 , and the true value of the Bank 
of England £1 Note during the Besinction, 
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CHAPTER XI 

FROM THE ACT FOR THE RESUMPTION OF CASH 
PAYMENTS IN 1819 TO THE BANK ACT OP 1844 

1 . The great Act for the preservation of the national good 
faith, the restoration of the measure of value, was accomplished 
amidst universal applause ; hut, unfortunately, it had no sooner 
become law^ than an unusually severe and long-continued dis- 
turbance in the ordinary proportions of supply and demand in a 
great variety of productions took place. The violent fluctuations 
in prices, which necessarily followed this great derangement 
caused much public distress, and afforded an opportunity for the 
antagonists of the Act of 1819 to acquire such strength as to 
induce the Government to tamper with the Act before it came 
into full effect 

2* The utter prostration of all the great producing interests 
of the country in 1815-16, had caused such severe distress as to 
diminish the consuming powers of the people to an enormous 
extent. The importations of the great articles of consumption 
in 1816 were, in most cases, not half what they had been in 
1814. In 1817, when the general prosperity was reviving, the 
shortness of the supply caused a very general and rapid rise in 
prices of all commodities. The inevitable consequence followed, 
speculation began to revive again, and was much fostered in 
1818 by an expected dearth of provisions. A long-continued 
drought from May to September was supposed to have destroyed 
the greater part of the crops, and, as imported produce was 
unusually low, the prices of all sorts of farming produce rose to 
an extravagant height. Enormous importations of wheat, added 
to the home crop, which turned out considerably better than was 
expected, caused rather a reduction in the price of that, but all 
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other sorts of farming produce mounted up to a great height, 
barley being at 6^., oats at 85s., beans at 76s., and peas at 
70s., in December, 1818. The high prices thus held out in this 
country caused importations on a scale of enormous magnitude 
at the close of 1818. After deducting the quantities re-exported 
the imports of colonial and foreign produce were more than 
double what they were in 1816. Mr. Tooke well remarks that 
before any great turn in the prices of commodities, there is 
usually a pause of more or less duration before it finally declares 
itself, like the slack water at the turn of the tide. There is a 
period during which sales are diflicult or impracticable, when the 
prices are at a maximum, the buyer refuses to submit to them ; 
and when they are at a minimum, the seller refuses to submit to 
them. A struggle of this nature prevailed through the autumn and 
winter of 1818-19, and just as the Act for the restoration of cash 
payments passed, the fall in prices w^as decidedly in progress* 

3. The usual consequences followed these extravagant im- 
portations. Importers, trusting to the prices of 1817, had given 
orders to the growers, based upon these prices, and, when the 
crops came to be brought to market, the price had given way. 
Failures, accordingly, were numerous in 1819, both in England 
and in America, the necessary consequence of a transition from 
high prices, caused by scarcity, to low prices, arising from excess 
of supply. Towards the autumn of that year commercial credit 
had revived. The great importations of wheat in 1818 somewhat 
reduced the price in 1819, but it stood at 755. in August, and the 
average for the whole year was 72$, This price continued, with 
a few fluctuations, till August, 1820, and at that time wheat 
was still at 72$. A decided and unanswerable proof that the 
discussions in Parliament, and the Act for the resumption of cash 
payments, had no eifect at all on the price of corn. Although 
the Bank was permitted to pay its notes in gold, at the rate 
of £4: l5. per ounce, yet they were actually at par, as the market 
price of gold fell to £3 175. 10|ft in August, 1819, and con- 
tinued at that rate till June, 1822, when it fell to £3 175. Cd. 

♦ The whole of Mr. Tooke^s ohserrations on this great crisis are perfectly in- 
valuaUe, and mnst he read at length by every one who wishes to form a 
fair judgment on the subject. — ^Vol. 11., pp. 60-116 
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And, in fact, it must be remembered, that for a great part of 
181 C-l? the note had been within a few pence of par, and had 
not varied more than about 5 per cent, from par since that time 

4. The spring of 1820 had been unpropitious, and vegetation 
backward, until the 18th of June, when some warm and very 
brilliant weather occurred just at the critical period of the 
blooming of the wheat. In July some wet weather excited fears 
for the crop, and the prices advanced to 72s,, but the weather 
became very fine in the beginning of August, and thenceforth 
continued most propitious during the ripening and gathering 
of the harvest. The result was a harvest of most extraordinary 
abundance, and excellent quality. And even its unprecedented 
exuberance did not become fuUy known till two or three years 
afterwards, when it was not yet exhausted. The best authorities 
calculated that the quantity of the crop of 1820 was one third 
above the average. In July, 1821, wheat had fallen to 51^. from 
725. in August, 1819. May, June, and July, 1821, were cold and 
wet, and the harvest very late ; wheat rose to 625. in September, 
but the quantity produced was extremely large, and the quality 
very bad. In consequence of the enormous unexhausted stock 
of 1820, wheat fell to 505. at the end of 1821, and to 425. in 
August, 1822. The harvest of 1822 was remarkably good both 
in quantity and quality, and was got in early, long before the 
preceding crops had been consumed. In addition to this, the 
importations from Ireland were on an unprecedented scale. In 
1817 com was obliged to be exported to Ireland ; in 1820 and 
1821 Ireland exported to England upwards of 4,000,000 quarters 
of grain of all sorts. The natural and inevitable consequence 
of this was an immense and ruinous fall in the prices of all 
agricultural produce. Wheat fell to 885. at the end of 1822 

6. The accumulation of treasure becam'e so rapid in the 
vaults of the Bank in 1820, that early in 1821 the directors felt 
themselves in a position to resume cash payments, and an Act was 
passed to permit them to do so on the 1st May, 1821, instead of 
in 1823. By this time the Government had repaid £10,000,000 
of the debt it owed to the Bank, which all the witnesses agreed 
was a necessary preliminary to enable the directors to contract 
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their own issues. The Statute 1821, o, 26, enacted that the 
Bank might resume payments in gold coin on the 21st May, 
1821, That persons offered to be paid in coin should not have 
the right to demand ingots. That if the Bank did not offer to 
pay in coin, the right to demand ingots should continue. The 
last impediments to the export of bullion were swept away. The 
Bank was bound to exchange their larger notes for any one w'ho 
demanded it, for £1 notes or gold coin, but they had the option 
of payment in gold or notes 

6 . The extravagant height to which the combined effects 
of an unusual and long-continued scarcity and the greatly depre- 
ciated currency, in which payments were made in 1811 and 1812, 
had produced the most extravagant speculations in farming. 
Barren wastes were reclaimed at an enormous expense, which 
never could have been repaid, except by maintaining corn at 
famine prices. Rents and debts had advanced in a similar pro- 
portion, and all classes of agriculturists, farmers, and landlords 
had adjusted their expenditure according to the new scale of 
prices which they expected would endure. Family settlements 
and encumbrances were calculated on the same basis. Imme- 
diately after the peace, the great fall in the price of all sorts of 
agricultural produce, both from greater abundance and the 
destruction of the rotten country paper currency, threatened all 
persons connected with the “landed interest” with general ruin, 
and, after a considerable struggle, the Corn Bill of 1815 was 
passed, the intended and expected effect of which was to prevent 
wheat ever falling below SOs, a quarter. The “landed interest” 
calculated that, with the “cost of production” of which they 
considered “ rent ” as a necessary clement, wheat could not be 
grown with a profit at less than 80s. a quarter, and the intention 
of that Act was to secure that price to agriculturists. Buoyed 
up with delusive hopes, and firmly believing that the Act had 
for ever nailed up wheat to SOs. a quarter, the farmers received 
a fresh stimulus to speculation, and vast sums were laid out in 
further extending the cultivation of barren wastes. However, 
the circumstances we have already detailed disappointed all these 
calculations, and wheat stood at 88s. at the end of 1882 in 
defiance of the Act which said it ought to be at SOs. 
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7. The advocates of a national bankruptcy had been in such 
a small minority in 1819, that they scarcely uttered a word iu 
Parliament, much less attempted a division. When the distress 
caiised by the fall in prices began to pinch some classes in tlie 
cotintry, they began to gather strength again, and commenced 
an attack on the Currency Law on April 9, 1821. This attacik 
proved a complete failure, being rejected by a majority of 141 
to 27. As prices continued to fall during that year, the distress 
continued to increase, and early in 1822 a Committee of the 
House of Commons was appointed to report upon the subject. 
They presented their report on the 1st of April ; but it did not 
contain a word imputing the low state of prices to anything 
connected with the currency. They attributed it to the unprece- 
dented abundance of agricultural produce, and proposed plans 
for affording the farmers and others relief by temporary advances 
of Exchequer bills, until the glut in the market had diminished. 
They recommended that the limit of 80s. should be reduced to 
70^., as 80s. represented a higher value at that time than in 1815. 
In the debate that followed, the first symptoms were manifested 
of the determination to make an onslaught on the Currency Act 
of 1819. But Lord Londonderry ridiculed the idea that the 
currency had anything to do with the question, and said Members 
had only wasted precious time in bringing it forward. But he 
declared that he entered his most solemn protest against the 
purpose of these Members to induce Parliament to commit the 
most flagrant deviation from sound policy and common honesty — 
a breach of faith towards the public creditor. Could a British 
House of Commons sanction such a measure, it would relieve no 
class of the community ; but it would overwhelm all classes with 
ruin. Were it possible for them to be dishonest and base enough 
to listen to a project of national bankruptcy, the result must he 
most calamitous. If a Parliament could he found so degenerate, 
and a people so destitute of honour and common honesty, as not 
to start at the idea of such an abandonment of principle, the 
most sordid calculation would forbid the adoption of such a 
measure 

8. The £1 note issues of the country bankers in England 
had been suppressed by statute 1777, c. 30 ; but in 1797 they 
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were again permitted, and, by various Acts of Parliament, this 
permission was continued till two years after the resumption of 
cash payments by the Bank of England. By the operation 
of these several Acts, they must have been withdrawn in 1825. 
The distress, however, which was attributed by so numerous and 
powerful a party to the contraction of the currency, was employed 
to induce Ministers to relax this restriction, and country bankers 
were permitted to continue their £1 notes till the expiry of the 
Bank Charter in 1833. (Statute 1822, c. 70.) In order to 
improve the quality of the country bank notes, the Government 
attempted to enter into negotiations with the Bank of England 
to permit joint stock banks to be formed at a distance of 65 miles 
from London. The Government was satisfied that if joint stock 
banks on the Scotch system could be formed, it would add much 
to the stability of public credit. Lord Londonderry pronounced 
a warm eulogy upon the Scotch banks, and said that it was the 
wish of the Ministry that a similar system should be introduced 
into England. The bribe to the Bank of England to consent 
to this arrangement was an extension of their Charter for tea 
years. But the negotiation failed 

9. The attacks upon the Act of 1819, thrown out in the 
discussion of the Agricultural Distress Beport, were merely 
preparatory to a formal onslaught on the Act itself. On the 
11th of June, 1822, Mr. Western moved for a Committee to 
inquire into the effect of the Act upon the general interests of 
the empire. The burden of his speech was that all the distress 
the country was then suffering was due to the Act of 1819, and 
to that only, which, he said, had made a violent contraction in 
onr currency at once. Tins assertion, which was the main pillar 
of his argument, is demolished by the simple fact that the 
great contraction of the currency, and the restoration of the 
note to par, took place in 1810. He moreover assumed that the 
currency had been depreciated ever since the restriction Act in 
1797. Mr. Huskisson immediately followed in a speech de-» 
molishing the whole of Mr. Western's sophistries, one by one, 
and drawing a close parallel between the state of the currency 
in 1696 and at that time ; and he concluded by moving the same 
resolution that Mr. Montague had done in 1695 — ‘^That this 
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Ilouse will not alter the standard of gold or silver in fineness, 
weight, or denomination.” After a debate of two nights, in 
which several members who supported the motion disavowed all 
intention of tampering with the standard, Mr, Western’s motion 
was rejected by a majority of 194 to 80, and Mr. Huskisson’s 
amendment agreed to 

10 . It was strongly alleged by one party that they were 
compelled to pay in the restored currency the debts they had 
contracted in a depreciated one, and they called for what they 
were pleased to term an "equitable adjustment of contracts.” 
But the argument was futile, as they knew at the time they made 
their contracts that Parliament was pledged to return to cash 
payments within a very short period after the termination of the 
war. Moreover, they totally left out of consideration that they 
had been able to discharge an immense amount of mortgages, 
burdens, &c., in a depreciated currency, which had been con- 
tracted in a good currency. All the mortgages and annuities on 
landed property which were contracted before the great de- 
preciation of the currency were paid for some years in a currency 
25 per cent, less valuable than at the time of the contract. But 
while these debtors clamoured so loudly for an " equitable adjust- 
ment ” of contracts grievous to themselves, they never uttered a 
whisper indicative of their vuh to have an "equitable adjust- 
ment of those contracts where the change was favourable to 
themselves. The only instance recorded of any person making 
an "equitable adjustment” against himself, and paying his 
creditors according to the true value of the Bank note, was 
Lord King, who incurred so much resentment for his letter in 
1811. It is quite evident that such a one-sided "equitable 
adjustment ” as was proposed by this party was nothing else but 
robbery. Under the double stimulus of famine prices and a 
depreciated currency, the rents of land had tripled since the 
beginning of the war, so that properties which ^vere mortgaged 
before it, might have been comparatively unincumbered at its 
close. But the unfortunate mortgagees and annuitants were paid 
in a fixed amount of depreciated currency, so that, when prices 
rose to meet the depi’eciation, they were clearly mulcted. But 
they had no powerful party to advocate an "equitable adjust- 
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ment*’ in their favour; and it is quite clear that no ** equitable 
adjustment” could take place, unless all these payments were 
included in it 

11 . There was one perfectly satisfactory argument to shew 
that the low prices of that year had nothing to do with the act 
of 1819, namely, that the prices of all sorts of agricultural 
produce were equally depressed all over the continent of Europe 
from the same cause. The fluctuations, indeed, on the continent 
were much more violent than even in England. Wheat, in 
France, which had risen higher, fell lower. At Yienna wheat 
which was 114/f. in March, 1817, fell in September, 1819, to 
195. 6^. ; at Munich wheat fell from 1515. in September, 1817, 
to 245. hd, in September, 1820. The same phenomena were 
observed in Italy, A similar fall, but not to so great an extent, 
took place at Lisbon. What could the Act of 1819 have to do 
with these places ? The speech from the throne, in France, very 
properly attributed the low prices to the enormous abundance 
of production 

IS, But not only is it an absolutely certain historical fact, 
that the Act of 1811 had not the remotest connection with the 
low prices of 1822, but it is proved by the most overwhelming 
evidence that it caused no contraction of the currency at all. 
Mr. Turner, a director of the Bank, states— “With regard to the 
effect of Mr. Peel’s bill on the Bank of England, I can state 
from having been in the direction during the last two years, that 
it has been altogether a dead letter. It has neitner accelerated 
nor retarded the return to cash payments.” And Mr. Tooke 
shews most conclusively that the amount of the currency, so far 
as it consisted of Bank of England notes and coin, was much 
larger in 1822 than it had been in 1819, That this Act caused 
any Contraction of the currency is, therefore, a statement 
most contrary to the truth. Its only effect was, what Parliament 
had over and over again solemnly pledged itself to do, to fix a 
time for the return to cash payments, and such a return to 
payments in cash would, by its own natural operation, prevent 
the extravagant issues which the Bank had made during the 
restriction, which depreciated the note 80 per cent., and robbed 
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every creditor of one-tHrd part of his property. The Act of 
1810 merely restored the Bank to its condition before 1797, and 
it became subject to the same unerring laws of nature as its 
directors had confessed it felt before the restriction 

13 . There is much invidiousness in endeavouring to fasten 
the responsibility of this Act upon Sir Robert Peel, as if he had 
had any either of the peculiar merit or blame of passing it 
through Parliament. The Legislature was solemnly pledged to 
return to cash payments as soon as the war was over, while he 
was yet a schoolboy in the junior forms of Harrow. There does 
nob appear to have been any speaker fantastic enough to propose 
that the Bank should never return to cash payments. The Bank 
itself, of its own accord, attempted to resume payments in cash, 
in 1817, and would have succeeded in doing so, if it had not so 
perversely rejected the principles of the Bullion Report ; and if 
it had not been owing to circumstances which disturbed its 
management in 1818, cash payments would have been resumed 
while Peel was still in that unconverted state in which he voted 
against Horner’s resolutions in 1811. So far was he from 
cx)nTerting Parliament, that he was himself one of the latest 
converts, and the Ministry conferred great honour upon him in 
allowing him, while yet so young, to take such a prominent part, 
and be the mouthpiece of the unanimous determination of the 
Legislature 

14 . By the beginning of 1823 the very inferior stock of 
1821 had been chiefly consumed, and the crop of 1822, being 
of far superior quality, prices began slowly to rise, and the spring 
of 1823, proving very backward, prices rose rapidly, so that in 
June wheat stood at 625. bd. These prices, however, tempted 
the farmers to produce their long reserved stores, and an unusual 
quantity having thus been brought to market, w^heat fell in 
October to 455. 5^?., but the crop turning out worse than was 
expected, prices rose a little at the end of the year, but they 
were still 37 per cent, below the ‘^remunerative” 805,, which 
Parliament had held out to farmers as the point which should 
be insured to them. It is a favourite theory with many persons 
that the rise of prices in 1823 was owing to the extension 
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of country bank issues, in consequence of the Act of 1822 
prolonging the term of their existence. Such a supposition, 
however, is very decisively negatived by the evidence of Mr. 
Burgess, secretary to the committee of country bankers, before 
the Committee of 1832 (Eeport, p. 414). He presented returns 
from 122 country banks, forming a fair evidence of the whole. 
Assuming that the issues of each bank were 100 in 1818, the 
issues of the whole were 12,000 in that year, and the following 
table exhibits their value up to 1825 — 
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Mr. Tooke also shews that during 1823, while the price of 
wheat was rising, the prices of most other commodities were 
falling, from which circumstances he very conclusively pro- 
nounces that the idea that the variations of the currency had 
anything to do with the prices in those years to be utterly 
unfounded* 

16. The continued depression of prices of agricultural pro- 
duce so much below what had been expected, created, no doubt, 
much distress among those persons who were hampered with 
obligations they had entered into upon the scale of 1811 and 
1812, and several petitions were presented to both Houses of 
Parliament complaining of it. Mr. Western, not satisfied with 
the great rebuff he met with in 1822, when the distress was far 
more severe, again endeavoured to induce Parliament to disturb 

* If foxytlimg were wanted to sliew the utter faUacy of the idea that the con- 
traction of the currency had anything to do with the low prices of 1822, we 
might refer to the present price of wheat. There are many clamours of a 
contracted currency at present, and yet the price of wheat is nearly 90s per 
quarter; in the Edinburgh market it was sold at 104s. a few weeks ago. 
(December, 1855.) 
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the settlement of 1819. He introduced his motion on the 
11th June, 1828. It may be as well to take notice of some 
of the loading fallacies he brought forward, as they are too often 
rc'peatcd even at the present day. After saying that great varia- 
tions had taken place in the value of the currency during the 
preceding 80 years, which was unquestionable, he said — 

** It will be admitted that a diminution of value followed the 
suspension of cash payments by the Bank in 1797 ; that such 
diminution continued and increased during the latter years of the 
war, and tijp to the time of PeeVs Bill; and that Peel’s Bill, whilst 
it restored the old metallic currency, gave to it the value which 
it possessed prior to its suspension. The injustice attendant 
upon an alteration of a currency in any way cannot be questioned 
a moment. The injury that was done to creditors by the Act 
of 1797 (the origin of all our difihculties in regard to currency) 
is not to be doubted, but my position is that, after a period of 
twenty-two years, the resumption of the old standard could by no 
means be an act of justice or retribution. A new currency upon 
a new standard necessarily ceases to be new in any souse of the 
word at some period, and an old one revived again is, to all 
intents and purposes, new and productive of all the same effects. 
Is twenty-two years such a period as shall suffice so to establish 
a standard as to make recurrence to the antecedent as mischievous 
as the adoption of the new one ? This is the important question ; 
and I answer most distinctly, yes; and that justice required us to 
establish and perpetuate that measure of value which had been 
BO long current, as near as the same could be ascertained 

16 , The Marquis of Titchfield supported Mr. Western’s 
motion, but made some caustic remarks upon Mr, Vansittart, and 
his famous resolutions of 1811, saying that he might possibly be 
ridiculed for advancing axioms and evident truth — 

This latter danger, however, he should make bold to defy, 
Bheltering himself under the fact that, notwithstanding all the 
discussion this subject had undergone, it might still bo heard 
any day in society, from persons otherwise intelligent, that, in 
their opinion, to talk of the depreciation of the currency, must 
be nonsense, for that they were unable to comprehend how a 
pound note at one time could differ from a pound note at 
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another- — that a pound note must be a pound note always—that 
it was impossible that the same piece of paper, with the same 
characters marked upon it, should be more valuable at one time 
than at another ; and when, above all, the famous resolution of 
1811 was recollected, he thought it would be perfectly excusable 
for him, even in that assembly, said to be so enlightened, to set 
out with the mathematical axiom* that * a part is less than the 
whole’— an axiom which now that the late Chancellor of the 
Exchequer was no longer among them, he apprehended no one 
would be found hardy enough to dispute. In mentioning the 
name of that extraordinary person, he much lamented his 
inability to do justice to the merits of so great a master of 
reasoning and eloquence, which so confounded the philosophers 
of 1811 , by unfolding to his admiring audience that the old 
favourite axiom of Euclid was nothing but a popular delusion, 
that in reality a part might easily be equal to the whole ; and 
that, therefore, there was no reason for doubting that the pound 
note, which required the assistance of eight shillings to procure a 
guinea, was equal to the pound note, which required the assist- 
ance of hut a single shilling of precisely the same value with 
those of which eight had become necessary. That great man, 
for his singular merits, he supposed, or, perhaps, for their un- 
worthiness of him, had been taken from them, and bestowed 
upon another assembly, which, not having had the same practice 
in finance, it was to be hoped he would loug continue to enlighten. 
He could not, however, he said to have finished his course pre- 
maturely, for twelve years before he had obtained an imperishable 
name, by placing triumphantly on the journals of the House 
of Commons that astonishing resolution which had deprived 
Euclid of his ancient and long-acknowledged reputation. He 
was most anxious to disclaim all personal ill-wiU towards the late 
Chancellor of the Exchequer. Indeed, it was impossible he should 
be under any such impulse, but he would not shrink from con- 
fessing that, in a political point of view, he could never hear his 
name pronounced, much less pronounce it himself, without a 
feeling something like bitter animosity, because he considered 
that minister as the author in great part of the calamities in 
which the landed interest of the country was involved. He 
believed that few parts of the financial administration of that 
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period were exempt from much and well-merited censure, but all 
the other measures were trifling in the scale of mischief com- 
pared with that fatal resolution which ministerial influence 
unfortunately carried in the House of Commons, the effects 
of winch were now helplessly deplored, and which would so long 
survive the name as well as the administration of those with 
wiiom it originated. The mischief of that resolution might be 
described with perfect justice in a very few words. Its effect 
was to blind the public to their real situation; thereby both 
promoting the evil and rendering the sufferers less capable of 
guarding against it. It assured the public, in the midst of a 
great and rapidly-increasing depreciation, that no depreciation 
existed. The Bank, therefore, went on fearlessly adding to its 
issues, which, of course, increased the evil by increasing the 
cause of it, and the landlord went on with the cultivation of poor 
soils, undertaking expensive improvements, fondly imagining that 
the additional Bank notes he was receiving were additional riches. 
The landholder, never suspecting that his dealings were virtually 
in a lower coin, borrowed fearlessly sums vastly larger than he 
could have dreamed of, that would have staggered his imagination 
if he had had a suspicion that wheat could ever be at 39,^. 
a quarter, for, while he was receiving 140/?., he took for granted 
he might safely calculate upon hard times not bringing him 
lower, perhaps, than 705. or 805.; and thus the prudent man, 
even, was induced to borrow what it was clear he had now no 
chance of paying without ruin. That ever memorable House 
of Commons told him what they knew to be false, or ought to 
have known, that the pound note was of full value, when it was 
in reality depreciated 20 per cent. He borrowed pound notes 
worth 135. and he was' called upon to repay pound notes 
worth 205.” 

17 . After developing these ideas still further, he said that 
in currency quantity was everything; for, if forty millions of 
notes were in circulation at one time, and eighty millions at 
another, while the transactions of the country remained the same, 
then two notes would he required to do the duty that one had 
formerly done; and, therefore, the currency would become 
dcj^rcciatcd j*but if transactions doubled, then the same quantity 
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of carrcncy would represent the same amount of tT'ansactions, 
and its value would not be altered. He said — 

‘‘Economy of money was, by contrivances to spare the uses 
of it, according to the description of his right honourable friend, 
by substitutions for the precious metals, in the shape of voluntary 
credit. Every new contrivance of this kind — and every one 
improved — ^had that tendency. When it was considered to how 
great an extent these contrivances had leen ^practised in the various 
modes of verbal, book, and circulating credits, it 
was easy to see that the country had received a 
great addition to its currency. This addition to 
the currency would, of course, have the same 
effect as if gold had been increased from the 
mines ” 

Lord Titchfield then pointed out how an excessive quantity 
of paper caused a depreciation of it, which was exactly the same 
thing as a depreciation of the coinage from a deficiency of 
weight,* but he afterwards feE into the extraordinary error of 
saying, “ The Bank notes were depreciated, and became, there- 
fore, in the situation of clipped or debased guineas, which state 
of the circulation prevailed from 1797 to 1819” 

18. This allegation of the great depreciation of the paper 
currency during the whole interval from 1797 to 1819 is the only 
one that can afford the smallest ground for attack upon the Act 
of 1819 ; but we have shewn, by such overwhelming evidence, 
that such an idea was the greatest delusion that could be con- 
ceived. The Bank note sustained no sensible depreciation for 
several years after the Restriction Act, and it was not till the 
great mercantile speculations of 1808-9 that it became seriously 
so. It did not continue longer than five or six years, and rose so 
nearly to par in 1816-17 that its depreciation was insensible. 
If, therefore, Parliament, in 1819, had gone back to the de- 
preciated standard of 1813-14, it would have been the most 
unjustifiable robbery recorded in history. It would have been 
infinitely worse than the bankruptcy of any continental nation, 
SUCH as Austria, Russia, or Prance, because, when they declared 
themselves bankrupt, their paper was at a hopeless and irre- 
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deemable discount, and they had not the remotest prospect of 
ever bringing it back to par. Their conduct, therefore, tos tlio 
result of sheer necessity ; they were driven to bankruptcy only 
when they were irretrievably insolvent, but they did not de- 
liberately cheat their creditors after their currency was restored 
to par. The motion was rejected by a majority of 9G to 27, and 
was the last attempt to tamper with the measure of value 

19 . The harvest of 1823 was deficient, both in quality and 
quantity, and prices rose considerably in the beginning of 1824, 
old wheat being then at 78.9. ; later in the year, however, they 
declined ; but the harvest of 1824 being also inferior, they rallied 
again. The Bank had for some years been accumulating treasure 
to meet the anticipated deficiency of the country issues expected 
to follow the suppression of the £1 notes. When the unhappy 
change in the policy of the Government took place, this great 
amount of bullion was rendered comparatively useless, and the 
country banks began to extend their issues in 1824, and in 1826 
they wore beyond what they were in 1818. In January, 1824, 
the bullion in the Bank amounted to 5614,200,000. During the 
preceding year, an adjustment of rents to meet the altered state 
of prices had taken place, and the old stocks having boon 
gradually worked off, the energy of the people began to revive. 
The enormous amount of cash in the Bank, for which there was 
no immediate use, enabled the Government to carry through a 
great financial operation, the reduction of the interest upon 
nearly a quarter of the national debt. The Uavy 5 per cents, 
were reduced to 4 per cent, and the 4 per cent, stock to 3^. 
This vast operation had a very considerable influence in cur- 
tailing the incomes of many persons who could ill afford it, to a 
very inconvenient extent, and prepared them to look out for 
more profitable investments for their money. ITotwithstanding 
the unhappy and severe distress to the agricultural portion of the 
community, Mr. Tooke says that the trading and manufacturing 
interests had never been in a more regular, sound, and satisfactory 
state than in the interval from 1821 to 1824. At the close of 
the Session of 1823, the King congi'atulated Parliament on tlie 
flourishing condition of all branches of our commerce and manu- 
factures, and the gradual abatement of agricultural distress 
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20. At the close of 1824 the seeds of the disasters which 
ensued in the end of 1825 were sown. The Eoyal speech opened 
Parliament with the same strain of congratulation as had closed 
the preceding Session, and the same congratulations were used 
at the close of the Session of 1824. Towards the end of that 
year it became visible that in some of the leading articles of 
consumption the supply was falling short of the demand, which 
gave rise to a spirit of speculation, and as, in all similar cases, a 
few early purchases, which were successful, induced extensive 
imitation ; and at the end of 1824, and beginning of 1825, this 
had amounted to positive infection, numbers of persons being 
induced to go out of their own line of business to speculate in 
articles with which they had no concern whatever, but induced 
by representations of their brokers to do so in the hopes of 
realising great and immediate gains 

21. Just at this period occurred one of those events which 
have so frequently lured the commercial world to their destruction. 
The long contest between Spain and her South American colonies 
had now finally terminated in favour of the colonies. We have 
already noticed the great commercial catastrophe brought about 
in 1810, by the extravagant speculations on the opening of the 
Brazils to British trade. Precisely the same course occurred in 
1824. The recognition of the independence of the South 
American States and Mexico opened out a boundless field for 
speculation, and the consumption of British manufactures ; and 
this spirit of speculation was aggravated to the utmost by the 
visions of countless wealth which was to be extracted from the 
gold and silver producing countries, and immense schemes were 
formed for working the mines with British capital. However, 
the long struggle for independence had inspired the British people 
with much sympathy for the juvenile republics, and when they 
wanted to borrow money to support their public credit, the 
British were only too eager to lend it. It is alleged that 
£150,000,000 of British capital was sunk in different ways in 
Mexico and South America 

22. Although the symptoms of a coming mercantile catas- 
trophe were plainly evident in the beginning of 1825, the speech 
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put into the King’s mouth declared the utmost gratification at 
the continuance and the progressive increase of the public 
prosperity. There never was a period ” it said, in the history 
of this country, when all the great interests of the nation were 
at the same time in so thriving a condition, or when a feeling 
>f content and satisfaction was more widely diffused through all 
classes of the British people.” The speech of Lord Dudley and 
Ward was exactly in the same strain. After contrasting the 
sufferings the nation had gone through, during the last 30 years, 
he said it was his good fortune to ask their lordships to carry to 
the foot of the throne their unmixed, and, he hoped, their 
unanimous congratulations, upon a state of prosperity such as he 
believed was unequalled in this country, and had never been 
surpassed in any age or nation. And yet, though the whole 
debate was in this strain, no sooner was it ended than the Lord 
Chancellor called the attention of the House to the dangerous 
extent to which the mania for joint stock companies had gone, 
and said he would move for leave to bring in a bill to restrain the 
system. Within seven weeks after that Lord Lauderdale called 
the attention of the House to the ^^fury for joint stock companies 
which had taken possession of the people,” and said that the 
schemes already subscribed for amounted to £200,000,000 

23 . The following extract from the Annual Register of 
1824 contains a sufficient description of the rising of the Joint 
Stock Company mania. After stating that the mines of 
Mexico ” was a phrase which opened visions of boundless wealth 
to the imagination, and how the mania spread from foreign 
enterprises to home ones, it says — 

^‘In all these speculations, only a small instalment, seldom 
exceeding 5 per cent., was paid at first, so that a very moderate 
rise in the price of the shares produced a large profit on the sum 
actually invested. If, for instance, shares of £100 on which £5 
had been paid, rose to a premium of £40, this yielded on every 
share a profit equal to eight times the amount of the money 
which had been paid. This possibility of enormous profit, by 
risking so small a sum, was a bait too tempting to be resisted. 
All the gambling propensities of human nature were constantly 
solicited into action, and crowds of individuals of every da- 
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scription— the credulous and the suspicious — the crafty and the 
bold — the raw and the experienced— the intelligent and the 
ignorant— princes, nobles, politicians, placemen, patriots, lawyers, 
physicians, divines, philosophers, poets, intermingled with women 
of all ranks and degrees — spinsters, wives, and widows, hastening 
to venture some portion of their property in schemes of which 
scarcely anything was knovm except the name ” 

As a specimen of the madness of the speculations, we may 
quote the prices of mining shares. The Anglo-Mexican, on 
which £10 was paid, were at £4:3 on December 10th, 1824 ; on 
the 11th January, 1825, they w^ere at £150. The Eeal del 
Monte, with £70 paid, were at £550 in December, and at £1,350 
in January, and others in similar proportions. The prices of 
most other commodities doubled and tripled 

24. Now, what was the conduct of the Bank of England 
during this period ^ The bullion which stood above £14,000,000 
in January, 1824, was reduced to £11,600,000 in October, 1824. 
The exchange on Paris had been falling ever since the close of 
1823. The last time it was above par was in June, and since 
then the fall had been continuous. The decrease in bullion had 
been steady, uniform, and rapid ever since March. Now, when 
it was known that immense sums were leaving the country, and 
the exchange falling lower, what did the Bank do ? It increased 
its issues. During the month of October, 1824, they were in- 
creased £2,300,000. When every consideration of common 
sense and prudence demanded a rapid contraction, when the 
speculative fever was plainly declared, instead of doing what 
they could to check it, they added fuel to the flames. But the 
directors seemed determined to set all the principles of the 
Bullion Eeport at defiance ; and the drain upon them proceeded 
with increased severity. In April, 1825, the bullion was 
diminished by upwards of £4,000,000, and their issues were 
£3,600,000 higher when they had only £6,650,000 of bullion 
than when they had £14,000,000 

26. The speculative fever was at its height in the first foux 
months of 1825, when it had spent its force and came to an end 
VOIi. II. ^ 
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in the natural course of things. Vast numbers of persons who 
had embarked in these wild schemes, with the hope of selling 
out of them before the inevitable crash came, were now called 
upon for their subscriptions. Vast quantities of capital having 
been already absorbed, had the inevitable effect of raising the 
rate of interest. Successive calls compelled the weaker holders 
to realise, and, while the calls for ready-money were immediate 
and pressing, the prospect of returns was distant and uncertain. 
Accordingly, after May and June, the decline was rapid. The 
South American loans, and the Mexican mining schemes, proved 
almost universally total losses. In the meantime, that slack 
water, which Mr. Tooke observes always precedes a great turn 
in the tide of prices, took place. The increase of commodities 
which speculation had caused, could no longer be kept from 
being realised, prices fell as rapidly as they had risen. The 
obligations of the speculators now became due, and the sale of 
the commodities had to be forced to meet them. Universal dis- 
credit now succeeded, goods became unsaleable, so that stocks 
which are usually held in anticipation of demand were wholly 
unavailable to meet the pecuniary engagements of the holders. 
Merchants who had accepted bills for only half the value of the 
goods consigned to them, were unable to realise even that half, 
or even obtain advances, on security of the bills of lading, and 
even the advances already made were peremptorily called in. 
The usury laws, which limited interest to 5 per cent., greatly 
aggravated the distress ; nobody would lend money at 5 per cent, 
when its real value was so much greater ; hence, numbers who 
would gladly have paid 8 or 10 per cent, interest, were obliged 
to sell goods at a difference of 30 per cent, for cash compared 
with the price for time 

26. The bankers in the country had followed exactly in the 
steps of the Bank of England. While the fever was raging they 
had increased their issues and liabilities, by speculative advances 
on commodities. The persons to whom these advances had been 
made had no means of repaying them, but the promises to pay ” 
the bankers had lent them still remained in circulation, and must 
be met. The bankers foresaw the coming storm, and endeavoured 
to provide funds to meet it. The Bank of England itself had its 
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eyes open to the suicidal career it was following in May, and then 
endeavoured violently to contract its issues. This sudden change 
of policy only aggravated the general feeling of discredit. During 
the autumn everything portended the approach of the impending 
catastrophe. The following table shews the progressive decrease 
in the bullion in the Bank during 1824 and 1825 — 


1824 1825 

Jan. 81 £13,527,850 Jan. 29 £9,490,420 

Feb. 28 13,800,390 Feb. 26 8,857,730 

March 27 .. .. 13,871,280 March 26 8,152,340 

Apra24 13,405,550 April 30 6,659,780 

May 29 12,887,840 May 28 6,131,300 

June 26 .. .. .. 12,809,140 June 25 5,482,040 

July 31 11,814,720 July 30 4,174,830 

Aug. 28 11,763,550 Aug. 27 3,626,570 

Sept. 25 11,811,500 Sept. 24 3,496,090 

Oct. 30 11,433,430 Oct. 29 3,150,300 

Nov. 27 11,323,760 Nov. 26 8,012,150 

Deo. 24 10,721,190 Doc. 81 1,260,890 


27. The incYitable mitre coup of the undue expansion of 
credit in the spring began to press heavily on the country banks 
in the autumn of 1825. It gradually became severer during the 
month of November. On the 29th November it was announced 
in the London papers that Sir William Blford’s — a large bank at 
Plymouth — had failed, and that was immediately followed by the 
fall of Wentworth and Co., a great Yorkshire firm. By the 3rd 
December, the panic had fairly set in, and the whole city was 
thrown into the most violent state of alarm and consternation. 
On that day (Saturday) some of the direefcors were informed that 
the house of Poole, Thornton, and Co., one of the leading city 
banking houses, was in difficulties, and at a hurried meeting held 
on the following day it was decided to place £300,000 at their 
disposal upon proper security. During that week the utmost 
attentiou was paid to the position of that house which fought it 
through the following week, though it was privately known to the 
governor that, if the storm did nob abate, they must fail on the 
Monday morning. Instead of abating, however, it became more 
furious than ever on Monday; and Pole and Oo. stopped payment, 
and the ruin of forty country banks which were connected with 
them was expected 

X 2 
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28. The fall of this great bankiBg house was the signal for 
a general run upon all the London bankers, and three or four 
more gave way, and spread universal consternation among the 
country banks, sixty-three of which succumbed to the crisis, 
though a considerable number paid 205. in the pound, and 
eventually resumed business 

29. From Monday, the 12th, to Saturday, the 17th Decem- 
ber, was tlie height of the crisis in London. Mr. Richards, the 
Deputy-Governor of the Bank at that time, said — 

“On Monday morning the storm began, and till Saturday 
night it raged with an intensity that it is impossible for me to 
describe ; on the Saturday night it had somewhat abated. The 
Bank had taken a firm and deliberate resolution to make common 
cause with the country, as far as their humble efforts would go, 
and on Saturday night it was my happiness, when I went up to 
the Cabinet reeling with fatigue, to be able just to call out to my 
Lord Liverpool, and to the members of His Majesty’s Govern- 
ment then present, that all was well ; that was, I believe, on the 
evening of Saturday, the 17th December. Then in the following 
week things began to get a little more steady, and by the 24th, 
what with the £l notes that had gone out and other things, 
people began to be satisfied, and then it was for the first time in 
a fortnight, that those who had been busied in that terrible scene 
could recollect that they had families who had some claim on 
their attention ” 

SO. As the crisis was evidently approaching at the end of 
November, the papers discussed the probable policy of the 
Bank, and it was generally anticipated that it would continue to 
contract its issues, and let the evil work its own cure by the fall 
of those houses which had been imprudent in their speculations, 
and this was the course adopted by the Bank, and to which they 
adhered as matters grew worse, and they were supported in it by 
public opinion. On the day after Pole and Co. fell another house 
of equal magnitude fell, Williams, Burgess and Oo. The panic 
then became universal, and, as the directors thought that they 
would certainly have to stop payment, they sounded the Govern- 
meat as to a Restriction Act, but the Government absolutely 
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declined it, and it was resolved that the Bank should pay away 
its last sovereign. The Mint was kept constantly at work day 
and night, but it could not supply coin with sufficient rapidity, so 
that it kept constantly diminishing. On the Saturday the coin 
in the Bank vaults scarcely exceeded one million, but, by a happy 
circumstance, when the Saturday evening came the tide receded, 
and the directors were able to assure the Ministry that all danger 
was over 

31 . The great pressure had produced the effect which 
necessarily results from such circumstances. The great increase 
in the value of money here had turned the exchanges in favour 
of the country, the directors expected remittances from Paris, 
and they fortunately came sooner than was expected. On the 
Monday following the 19th about £400,000 came from Prance, 
and the demand having sensibly abated, the supplies from the 
Mint fully equalled the sums drawn out of the Bank — or rather 
exceeded them 

32 . Mr. Huskisson said afterwards, in the House of 
Commons, that, during forty-eight hours (Monday and Tuesday, 
December 12 and 13), it was impossible to convert into money to 
any extent the best securities of the Government. Persons could 
not sell Exchequer bills, nor Bank stock, nor East India stock, 
nor the public funds. Mr, Baring said that men would not part 
with their money on any terms, nor for any security. The extent 
to which the distress had reached was melancholy to the last 
degree. Persons of undoubted wealth and real capital were seen 
walking about the streets of London, not knowing whether they 
should be able to meet their engagements for the next day. By 
this time, however, the exchange had decidedly turned in 
favour of the country, and on Wednesday, the 14th, the Bank 
totally changed their policy, and discounted with the utmost 
profuseness. They made enormous advances on Exchequer bills 
and securities of all sorts. Mr. Harman said — 

^*We lent it by every possible means, and in modes we had 
never adopted before ; we took in stock as security, we purchased 
Exchequer bills, we made advances on Exchequer bills, we not 
only discounted outright, but we made advances on deposit of 
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bills of Exchange to an immense amonnt ; in short, by eyory 
possible means consistent; with the safety of the Bank, and we 
were not, on some occasions, over nice ; seeing the dreadful state in 
which the public were, we rendered every assistance in our power.” 

This audacious policy was crowned with the most complete 
success, the ^amc was stayed almost immediately. On Friday 
evening, the 16th, the Courier said— '‘We are happy to think 
that the worst is over, though there are still great demands upon 
the Bank, particularly from the country.” The same paper, on 
the next day, the 17th, said — “Although public confidence is on 
the return in the metropolis, and things are resuming their usual 
course, yet, as might be expected, this has not yet communicated 
itself to the country.” In fact, the London panic was completely 
allayed in this week by the profuse issue of Bank notes. Between 
the Wednesday, the 14th, and the Saturday, the 17th, the Bank 
issued upwards of £5,000,000 of notes 

33. The waves of discredit, however, were propagated 
through the country, and throughout the following week the 
demand still continued great from the London bankers for their 
country correspondents. During the course of it, it came to the 
remembrance of some of the directors that there was a chest 
of their £1 notes which had never been used. As soon as this 
was discovered, it occurred to them that they might be used to 
stay the panic in the country districts, and the discredit of the 
country bank notes. Upon communicating this idea to the 
London bankers, it was eagerly approved of, and the sanction of 
the Government was asked for the experiment. The Government 
consented, and the notes were sent off to the country bankers 
without delay, and produced instantaneous relief. At Norwich, 
when the Gurneys shewed upon their counter so many feet of 
Bank notes of such a thickness, it stopped the run in that part 
of the country. By the 24th December the panic was completely 
allayed all over the country, and the amount of the £1 notes 
the Bank issued was under £500,000, and by the beginning 
of 1820 the credit of the banking world was completely restored 

34. The circumstances of this famous crisis are the most 
complete and triumphant examples of the unquestionable truth 
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of the principles of the Bullion Report, and of Sir Francis 
Baring, already quoted in Chapter VIIL When the drain of 
treasure from the Bank was severe and unceasing, and notoriously 
for exportation, on account of foreign loans, the Banl^ with 
infatuated obstinacy, had increased their issues instead of con- 
tracting them, in defiance of the clearest warnings of the Bullion 
Report. When, after six months’ continuance in this fatal policy, 
they at last reversed their course, and contracted their issues. In 
the course of the autumn the drain for the exportation ceased, 
but continued for internal purposes; the demand for gold was 
entirely to support the tottering credit of the country bank notes. 
Now, as the country bankers were only too glad to- withdraw 
their owm notes, and substitute gold for them, there was not the 
slightest danger of an increase of Bank of England notes adding 
to the general amount of paper currency in the conntry, but just 
the reverse; consequently, it was just the precise case in which 
Sir Francis Baring and the Bullion Committee said that it was 
the duty of the Bank of England to extend its issues to support 
general credit. There was not the smallest danger that an 
extension of issues would, under such circumstances, turn the 
foreign exchanges against the country. The character erf the 
demand was declared in the most unmistakeable manner. On 
Thursday, the 15th, a meeting of merchants and others took 
place at the Mansion House, when it was stated that Sir P. Pole 
and Co. had a surplus of £170,000 after payment of all claims 
against thorn, besides large landed property belonging to Sir 
Peter Pole, and about £100,000, the private propeity of other 
members of the firm. Williams and Burgess had enough to 
pay 40s. in the pound. Now if the course which w^as adopted 
on the Wednesday had been adopted on the Monday, the whole 
of that terrific crisis would have been saved. Mr. Vincent 
Stuckey, one of the most eminent country bankers in the 
kingdom, says— • 

“My opinion was that the crisis at that time was brought 
on by excessive issues ; but, when the panic came, country bank 
paper was brought in for Bank of England, and, therefore, alL 
that was immediately wanted was an Exchange of Paper. 
I stated, in a letter I wrote upon the subject to the Bank on the 
14th of December, 1825, that they would not have to. increase 
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the sum total of circulation, but that all they would have to do 
was to exchange A for B ; and in my letter I recommended them 
to issue a million a day, which they did ; for, otherwise most of 
the Banks in London, as well as the country, must have stopped/^ 

And, accordingly, they did issue, and all contemporary evidence 
proves that it was this profuse issue £5,000,000 of paper in a 
few days that stayed the panic. If they had persevered in the 
restrictive policy for three days longer, the total and entire 
destruction of commercial credit would infallibly have ensued. 
In short, if they had followed the precedents of 1793 and 1707, 
so strongly condemned by the Bullion Eeporb, all credit would 
have been destroyed ; they followed the principles laid down in 
the Bullion Eeport, and the country was saved 

86. When the causes of this terrible calamity came to be 
discussed, there were not wanting many who laid the whole 
blame to the excessive issues of the Bank, as well as the excessive 
issues of the country banks. But though it is indisputable that 
the Bank acted on the most unsound principles, in nob contracting 
its issues when the great drain of bullion for exportation was going 
on, it IS a mere delusion for men to attribute the consequences of 
their own wild and extravagant mania to the Bank of England, 
or to any bank. The errors of all the banks put together were 
trivial compared to the outbreaks of speculative insanity which 
seized upon all classes. It was not the issues of some Bank notes 
that led to a respectable bookselling firm to risk £100,000 on a 
speculation in hops ? 

36. The Bank had committed many errors before, as serious 
as those of 1825, without leading to any such disaster. In fact 
it was the nature of the speculations which men had rushed 
headlong into that must inevitably have brought about a most 
terrible calamity if there had not been a Bank note in existence. 
The speculative mania of 1694 took place before the Bank was 
in existence ; the great South Sea Bubble mania took place when 
there were no country banks at all, and no one accused the Bank 
of England, or the London bankers, of having made too profuse 
issues of notes then ; and the great railway mania of 1845-46 
took place after it was supposed that the Act of 1844 had 
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effectually secured the country against the recuiTence of similar 
calamities 

37. The bold policy of the Bank of England in that terrible 
week, in entire accordance with the principles laid down by Sir 
Francis Baring and the Bullion Eeport, not only saved a multi- 
tude of commci'cial houses, both banking and trading, but 
certainly preserved itself from bankruptcy. Though several 
banks did succumb, the distress was slight, compared to what 
it would have been if the Bank had persevered in adhering to 
the policy of 1797. Many houses, it is true, that were aided by 
the Bank, were only enabled to stagger on for a short time 
longer, and subsequently failed when their obligations became 
due ; but delaying their fall even for a short time, till the panic 
had subsided, was of considerable service 

38. The worthless character of a great portion of the 
country paper had greatly aggravated the intensity of the 
calamity ; in fact, it began with them, and the great commercial 
failures did not take place until after the banking panic had 
subsided. The Government and the Bank, at last learning 
wisdom from these repeated convulsions, which seemed to recur 
periodically, became sensible that it was imperatively necessary 
to provide a currency of a more solid description for the country, 
and that the frightful evils of the monopoly of the Bank of 
England must come to an end 

39. Parliament mot on the 3rd of February, 182(>, and six 
paragraphs of the speech from the Throne were occupied with 
the commercial catastrophe, and it said that part of the remedies 
to be applied consisted in placing the currency and circulating 
credit of the country on a more firm foundation. Lord King 
said that the causes of the calamity were partly to be attributed 
to the Government, in a greater degree to the country banks, 
and in a still greater degree to the Bank of England monopoly. 
There was no period of distress during the last thirty or forty 
years, in which the conduct of that establishment had not been 
injurious, and in every case aggravated it. It was a most faulty 
machine. It was impossible that a Bank so incorporated could 
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do good. If the purpose "was to erect an establishment to do 
mischief, they would erect it on the very principles of the Bank. 
They would give it a monopoly, remove from it all fear of rivalry, 
and connect it with the Government. He lamented that the 
pressure of the country gentlemen and the country bankers had 
been too powerful to be resisted by the Ministry in 1822, and had 
forced them to continue the issues of £1 and £2 notes to keep up 
prices and encourage speculation. The- Earl of Liverpool chiefly 
blamed the excessive issues of the country banks, and said that 
the small notes must be gradually withdrawn and a metallic 
currency substituted. He said that he was perfectly satisfied, 
and had entertained the conviction for years, that the country 
had grown too large, that its concerns had become too extensive 
to allow of the exclusive privilege of the Bank of England. Its 
privileges had operated in a most extraordinary and, as ho 
thought, unfortunate manner for the country. Any small trades- 
man, a cheesemonger, a butcher, or a shoemaker, might open a 
country bank, but a set of persons, with a fortune sufficient to 
carry on the concern with security, were not permitted to do so 

40. The Ministry took upon themselves to prohibit any more 
stamps being issued to the country banks for £l and £2 notes. 
The Chancellor of the Exchequer said that those notes were to 
be deprecated as an infringement of the Act of 1819, which no 
man could deny was passed, if ever any Act was, with the 
unanimous approbation of all the parties of which Parliament 
was composed : an Act which had been solemnly resolved upon as 
the only measure which could enable the country to meet any 
future danger, by placing the circulating medium on a permanent 
and stable footing. No man could insinuate that that Act was 
not the result of the deliberate conviction of almost every 
individual of every party in that House. He then detailed the 
continual evil and insecurity of the small notes, and said that he 
always had regretted, and stiU regretted the step taken by 
Parliament in 1822, which permitted them. The intention of 
the Government was, therefore, to suppress them as soon as 
possible in England, and subsequently in Scotland and Ireland. 
He moved a resolution, that no fresh notes were to be issued by 
country bankers in England under £5, and that those printed 
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before the 5lh of February, 182G, might be issued, re-issued, and 
circulated, until the 5th April, 1829, and no longer 

41. The opinions expressed in Parliament and the country 
were, of course, most conflicting, as to the causes of this great 
catastrophe, but the great preponderance of opinion was adverse 
to the small note issues. Mr. Baring, who defended the country 
bankers from the accusations levelled against them, said that 
their small notes were bad as a permanent system, and they 
ought to be called in. Even although they might sometimes be 
of almost indispensable use to the country, still, if the misery 
which had been caused by their use, among the poorer classes, 
was taken into consideration, it was a sufficient reason why the 
nuisance should be abated; and it was his opinion that the 
House had not got rid of this deluge of paper at the time when 
it had the power to do so, and that it had not resisted as it ought 
to have resisted, the importunity of the country bankers. That 
these small notes should be abolished as soon as practicable 

42. Mr. Huskisson described the frightful nature of the 
panic during 48 hours (Monday and Tuesday, December 12 and 
13), and said that it had been truly observed that the Bank, by 
its prompt and efficacious assistance, had put an end to the panic, 
and averted the ruin, which threatened all the banking establish- 
ments in London, and, through them, the banking establishments 
and monied men all over the country. The conduct of the Bank 
had been most praiseworthy, and had, in a great degree, saved 
the country from a general convulsion. The Bank, through its 
prompt, efficacious, and public-spirited conduct, had had the 
countenance, advice, and particular recommendation of the 
Premier and Chancellor of the Exchequer. He admitted that the 
commercial distress in Scotland was very great, but that did not 
prove that the system of Scotch banking did not afford greater 
securities than the English system, and that it was desirable to 
introduce it into this country. He then described the wild spirit 
of speculation which had seized the country, which produced a 
rise of prices so rapid as had never been equalled. He might 
mention, as an instance, the price of nutmegs, which rose in one 
month from 2s. 6d. to 12s, 6d. a lb., and speculation in other 
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spices caused a corresponding rise in their prices. The mania 
extended equally to other articles of consumption; merchants, 
traders, shopkeepers, clerks, and apprentices partook equally of 
the frenzy of vying with each other m their endeavours to secure 
a monopoly of each article. And this state of things took its 
rise, not among the wild, insane, and bedlamite schemers, but 
among those who were considered the sober, steady merchants 
and traders of the metropolis. And all this took place at a time 
when money was rapidly leaving the country. Now, if, when it 
when it was leaving the country so rapidly, it was still hawked 
about at a greatly lowered rate of interest, that showed tliero 
must be something wrong in the currency. And to what would 
any sober man say such a state of things must come to at last ? 
The Bank, at last, was obliged to provide for its own safety, by 
narrowing its issues, which checked the spirit of speculation, and 
as a necessary result, those country banks which had been most 
rash and immoderate in aiding these speculations by advances 
wore ruined. The ruin of these bad and unstable banks had 
affected even the stability of the most solvent ones. A general 
panic ensued, and seven or eight hundred country banks had 
asked for assistance from the Bank of England. She had 700 or 
800 drains for gold suddenly opened upon her. Was this a safe 
or proper condition to leave the country in? Certainly not. 
It was his opinion, an opinion not hastily formed, but the result 
of long and anxious observation, that a permanent state of cash 
payments, and a circulation of one and two-pound notes could 
not co-exist. If there were in any country a paper and a coin 
currency of the same denomination, the paper and the coin could 
not circulate together, the paper would drive out the coin. Let 
crown notes be made, and a crown piece would never be seen, 
make half-crown notes, and no half-crowns would remain in 
circulation. Allow one-pound notes to circulate, and we should 
never see a sovereign. One of the great evils they were called on 
to correct was the excessive issue of paper. This had been the 
cause of the greatest distress, it had caused the ruin of thousands 
of innocent persons. Nothing but disgrace and danger could 
attend the deviation from the true principles of currency, which 
Parliament had solemnly recognised. If they wished to prove 
the value of a steady unchangeable currency, they had it in tlie 
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example of France, which had twice been invaded by a foreign 
army, her capital had been taken, and she had been obliged to 
pay a large sum to foreign countries for com, but she had a 
steady metallic currency, and, however much the great con- 
tractors might have suffered, the great body of the people had 
remained uninjured. This was due to the excellent footing upon 
which the currency of that country was established. If this 
measure was adopted, eveiy country banker would be obliged to 
have as great a regard to the exchanges as the Bank of England, 
and be compelled to provide for his own safety, without leaning 
upon the Bank in times of danger. Now was the time to with- 
draw these small notes, when the bankers were smarting under 
the consequences of their over-issues. They had at present a 
large amount of gold and bank notes ; if they allowed the favour- 
able time to pass by, the small notes would soon be issued again. 
They had now got the gold in their coffers, and now was the time 
to provide that it should not be exported again. It would be 
advantageous to the public to have chartered joint stock banks, 
■established under a proper system, with only a limited liability. 
This would, no doubt, induce many persons, of great fortune and 
credit, to take shares in them, but the Bank objected to the 
extension of limited liability, and had stipulated that the Banks 
of Scotland and Ireland should not have this privilege. Some 
thought that the currency should be even more purely metallic 
than was now proposed, and that notes of a higher denomination 
should be suppressed. For himself, he entirely differed from 
Mr. Eicardo, as to the true basis of the currency, and he believed 
that if Mr. Eicardo, ingenious as he was, had been sole Director 
of the Bank of England, it would before now have stopped 
payment. He thought Mr. Eicardo’s view of the omrency quite 
erroneous 


43. Sir John Newport, as a banker himself, considered the 
issue of small notes to be most injurious to all connected with 
them, as affording the most dangerous facilities for extravagant 
speculation. It had been said that a considerable part of the 
commerce of the country could not be carried on if these notes 
were abolished. He was quite willing to accept that alternative, 
and abandon a portion of our commerce, rather than continue 
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them. He did not believe that such would be the case. Now 
^v^^s the best time to abolish this peruicious system, whcu so 
many of the couatry bankers had failed 

44 . Mr. Secretary Peel was convinced that the root of tlie 
evil lay in the monopoly of the Bank of England, and that if in 
the year 1703 a set of banks had existed in this country on the 
^otch system it would have escaped the danger it was then 
involved in, as well as the calamity which had just occurred. 
In 1793 upwards of 100 banks had failed. In seven years, from 
1810 to 1817, 157 commissions in bankruptcy were issued 
against country bankers ; in the crisis which had just occurred 70 
failures had taken place. But, from the different ways of making 
compositions, etc., the number of failures should probably be 
estimated at four times the number of the commissions of 
bankruptcy. What system could be worse, or more prejudicial 
to every interest in the country, than one which admitted of such 
an enormous amount of failures ? Contrast what had been the 
case in Scotland, under a different system. Mr. Gilchrist, a 
manager of one of the Scotch banks, had been asked by the 
committee of 1819 how many failures there had been in Scotland 
within his recollection, and said there had only been one, that the 
creditors had been paid 145. in the pound immediately, and finally 
the whole of their claims. These facts were a strong presumptive 
proof that the Scotch system, if not quite perfect, was at least 
far superior to the one existing in England. The present system 
of country banking was most prejudicial in every point of view. 
He then described the terrible misery caused by the failure of the 
country banks. He trusted that the institution of Joint Stock 
Banks would place the currency on a firmer footing. He most 
sincerely trusted that the great obstacle to the proposed institutions, 
the want of a charter, would be removed. He hoped the directors 
of the Bank of England would seriously consider what advantage 
they would derive from refusing charters to these banks. He 
himself could not imagine what benefit they would derive from it; 
they no doubt had the right to prevent such charters being 
granted, but he hoped they would refrain from exercising their 
right. He eulogised highly the conduct of the directors during 
the late crisis ; he could not conceive it possible for any body 
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of men to have acted bettor, or to have exercised more judgment, 
discretion and liberality than they had done — of which he hoped 
they would give a furthei' instance by not opposing the grants of 
charters to the proposed new banks. He fully concurred with 
Mr. Iluskisson, that it was impossible to maintain coin in circu- 
lation if paper of the same denomination were allowed to circulate 
along with it. Now was the most favourable opportunity of 
getting rid of the small notes. It would be impolitic and unsafe 
to wait the moment of returning prosperity, as the country 
bankers would be more reluctant to agree to it, and more able 
to oppose it. To stand gazing on the bank in idle expectation, 
now that the river was passable, would be an irreparable mistake. 
The ministerial propositions prevailed by a majority of 222 to BO, 
and a motion to continue the small notes of the Bank of England 
was rejected by 6G to 7 

46. The chief provisions of the Act (Statute 1826, o. 6) for 
prohibiting small notes in England are as follows — 

1. The Act repealing the Act (Statute 1777, c. BO) which 
prohibited promissory notes and bills under 20.s’. was repealed, 
thereby reviving the former Act ; but all notes of private bankers 
stamped before the 5th of February, 182G, or of the Bank of 
England stamped before the 10th of October, 1826, were exempted 
from its operation, and were permitted to be issued, re-issued and 
negociated until the 5th of April, 1820 

2. Any person after that date making, issuing, signing or 
re-issuing any note or bill under £5, was subject to a penalty 
of £20 

3. Any person who published, uttered or negociated any 
promissory or other notes, or any negociable or transferable bill, 
draft or undertaking in writing, for the payment of 20^., or above 
that sum and less than £5, or on which such sum should be 
unpaid, should forfeit the sum of £20 

4. These penalties were not attached to any person drawing 
a cheque on his banker for his own use 

5. All promissory notes under £20, made payable to bearer 
on demand, were to bo made payable at the Bank, or place where 
they were issued ; and as many more places as the issuer pleased 
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46, When the Government determined on suppressing the 
small note issue in England, they said it was their intention to 
extend the measure in a short time to Scotland and Ireland. 
However much Scotland may have suffixed from commercial 
overtrading, as every commercial country must occasionally do, 
no banking panic had ever occurred such as those which had so 
frequently desolated England. As soon as the ministerial inten- 
tions were know in Scotland, a great ferment was excited. Sir 
Walter Scott published three letters on the subject, under the 
name of ‘‘Malachi Malagrowther,’’ which tended much to fan the 
public enthusiasm, and such an opposition was organised, that 
the Ministry were obliged to consent to appoint committees of 
both Houses on the subject. These committees sat during the 
spring of 1826, and investigated the whole subject of Scotch 
banking at great length, which had been very little understood 
in England before that time; and the result was so eminently 
favourable to the Scotch banking system, that the Ministry 
abandoned their intention of attempting to alter it. The evidence 
and reports of these committees will be noticed further on 

47. The year 1827 is memorable as the era when the prin- 
ciples of the Bullion Report were at length acknowledged to bo 
true, and professedly adopted by the Bank. Mr. William Ward 
stated in 1832 that there was not a single person in the Bank 
but who admitted that its issues should be regulated by the 
Foreign Exchanges and the bullion market, or disposed to act in 
opposition to it. That in 1819 the directors had forwarded a 
resolution to the House of Commons, denying that the exchanges 
were to be regarded in regulating the issues. Subsequently, how- 
ever, to that year, opinions became changed, and they found the 
merits of the case such as they really were. He himself had 
always been convinced of the truth of Mr. Horner^s principle, 
and, from his being connected with the exchanges, had many 
opportunities of observing the practical truth of it. The Bank 
Directors, however, were not convinced of it, because they found 
in practice that the exchanges did not follow the issues of the 
Bank. But the truth was that they neglected to consider the 
country issues, and it was only in 1819 that they obtained a 
correct account of the issues of country banks ; when that was 
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got it was found that, taking the Bank and the country issues 
together, the principle was shown to be quite correct. The 
observation of these facts had gradually convinced the directors, 
and, in 1827, he thought the court ripe for expunging the 
resolution of 1819, and it had accordingly been done. And, in 
1882, there was not a single director who disputed its truth 

48. Although the Act of 1775 had forbidden notes under £6 
to be issued in England, it did not prohibit the circulation of 
the Scotch £l notes in England, and they had always circulated 
in the districts adjacent to Scotland, and even as far South as 
York. When the English £1 notes were suppressed, it seemed 
naturally to follow that the circulation of the Scotch notes in 
England should be forbidden. But the districts in which they 
had always circulated, were as unanimous as Scotland itself 
against the measure. In 1828, the Ministry brought in a bill to 
restrain the circulation of Scotch bank notes in England. Sir 
James Graham presented a petition from the borderers, depre- 
cating, in the most earnest terms, the withdrawal of the Scotch 
notes to which they had been so long accustomed. For seventy 
years, they said, they had possessed the advantage it was now 
sought to deprive them of — the advantage of the Scotch currency. 
Seven-eighths of the rents of estates were paid in the paper 
currency of Scotland, and no loss had been sustained in conse- 
quence of it. Afber a debate of two nights, the motion was 
C4WTied by 151 to 45. The Act (Statute 1828, c. 65) provided 
that after the 5th of April, 1829, no corporation or person what- 
ever should publish, utter, negotiate, or transfer in any part of 
England, any promissory note, draft, engagement, or undertaking 
in writing, payable to bearer on demand, for less than £5, or 
upon which less than £5 remained unpaid, which should have 
been made or issued, or purport to have been made or issued, in 
Scotland or Ireland, or elsewhere out of England, under a penalty 
of not less than £5, or more than £20. The same exemption as 
to cheques as in the former Act 

49. In 1882, during the crisis of the Eeform Bill, a run 
upon the Bank took place, which lasted for about a fortnight ; 
but, as it was merely from political feeling in London, and did 
not extend into the country, no serious result ensued 

VOL, II K 
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60. The Bank Charter expired at the end of one year’s 
notice, to be given after the 1st August, 1832, and this time the 
Bank had done no such services to the Government as to be in a 
position to demand from it a renewal of its monopoly several 
years before it expired. Moreover, these exclusive privileges, as 
Lord Liverpool said, in 1825, were out of fashion. Many great 
monopolies were now on the eve of breaking up, and the public 
mind was more roused and enlightened on the subject of banking 
from the discussions caused about the severe distress of 1825. 
Before taking any steps towards a renewal of the charter, the 
Government determined to have an inquiry before a Secret Com- 
mittee of the House of Commons, which was appointed on the 
22nd of May, 1882, and consisted of the following members — 

Lord Althorp, Sir Robert Peel, Lord John Russell, Mr. Gonl- 
bum, Sir James Graham, Mr. Henries, Mr. Ponlett Thompson, 
Mr. Courtenay, Colonel Maberley, Sir Henry Parnell, Mr. Vernon 
Smith, Mr. John Smith, Mr. Roberts, Sir M. W. Ridley, Mr. 
Attwood, Sir J. Newport, Mr. A. Baring, Mr. Irving, Mr. Warbur- 
ton, Mr. G. Philips, Lord Morpeth, Mr. Morrison, Mr. Heywood, 
Lord Ebrington, Sir J. "Wrottesley, Mr. Lawley, Mr. Cavendish, 
Alderman Wood, Mr. B. Carter, Mr. Strutt, Mr. Stanley, Alderman 
Thompson 

61. The Committee was appointed during the height of the 
political excitement attending the passing of the Reform Bill, 
and sat for some months, and did not make any report till the 
end of the Session. The inquiry was extremely incomplete. 
Many of the most interesting subjects connected with it were 
scarcely touched upon. But the close of the Session made them 
report the evidence to the House as far as it had gone. It was 
expected that a new committee would have been appointed in the 
new Parliament to continue the inquiry, but the Government 
in the meantime made up their mind as to the changes they 
intended to make in the Bank monopoly, and dispensed with any 
further inquiry 

62. Although the inquiry was left in a very incomplete state 
as to many branches of the subject, the evidence given embraced 
many interesting points. The most important of which were> 
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the rules adopted by the Bank for regulating their issues — the 
expediency or the contrary of publishing their accounts — the ex- 
pediency or the contrary of establishing Joint Stock Banks, or of 
having one or more Banks of Issue in the metropolis — the causes 
of the panic of 1825, and the action of the Bank during that 
period — the advantages or the contrary of making Bank notes 
legal tender, and the effects of the usury laws on commerce 

68. The great truths regarding the regulation of a paper 
currency, which had been approved of by the Bullion Committee, 
were now unanimously recognised by the Directors, and Mr, 
Horsley Palmer, the Governor of the Bank, being asked by what 
principle, in ordinary times, the Bank was guided in the regulation 
of its issues, said, that in a period of full currency, and, conse-^ 
quently, with a par of exchange, the Bank considered it desirable 
to invest two-thirds of its liabilities of all sorts in interest-bearing 
securities, and one-third in bullion. The circulation of the 
country being then regulated by the action of the foreign ex- 
changes, the Bank was extremely desirous to avoid using any 
active power of regulating the circulation, but to leave that 
entirely in the hands of the public. The action of the public was 
fully sufficient to rectify the exchanges without any forced action 
of the Bank in buying or selling securities. He thought it 
desirable to keep the securities very nearly at the same amount, 
because then the public could always act for themselves in return- 
ing notes for bullion for exportation when the exchanges were 
unfavourable, and if there was a great influx of gold, the Bank 
could always re-assume its proportion by transferring part of the 
bullion into securities. He considered that the discount of private 
paper was one of the worst means which the Bank could adopt 
for regulating its notes, as it tended to produce a very prejudicial 
extension of their notes. He condemned strongly the practice of 
the Bank during the restriction with respect to the extensive dis- 
counts of mercantile paper at 5 per cent, when the market rate 
was much higher, which necessarily led to an excessive issue 

64, The great majority of the witnesses were in favour of a 
publication of the accounts of the Bank, as tending to inspire 
greater public confidence than the mystery in which they were 
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then enveloped, and also acting as a check upon the directors 
themselves. Almost all the witnesses were against the establish- 
ment of Joint Stock Hanks in London, as they would tend to 
injure the private bankers. Considering the ideas of the age 
’'yhen class interests were supreme, we need not be surprised at 
this unanimity of feeling; nor that it rather escaped the attention 
of the witnesses that it was not the interests of the private 
bankers, however respectable they were, that was the paramount 
consideration, hut what was best for the public good. And still 
more decidedly were the witnesses opposed, with scarcely an ex- 
ception, to the establishment of any new joint stock banks of 
issue in London. There was a very prevalent feeling that Bank 
of England notes should be made legal tender, as a means of 
allaying a drain on the country bankers for gold daring a panic 

66. It was at this time that we may date the first prominent 
appearance of the great modern heresy, that bills of exchange and 
cheques form no part of the circulating medium or currency. 
As this unhappy doctrine, however, was much more emphatically 
pronounced a few years later, we may defer considering it to that 
period. The committee pronounced no opinion of their own on 
the various points brought out in the evidence 

66. The harvest of 1832 was unusually abundant, which 
caused a great depression of the price of all sorts of agricultural 
produce towards the end of 1832, followed, of course, by agri- 
cultural distress.” This was brought before the notice of Par- 
liament in the speech from the throne at the opening of the 
Session of 1833, and a committee was appointed to inquire into it. 
This distress afforded the irreconcileable enemies of the Act of 
1819 another opportunity of attacking it. Mr. Attw^ood moved 
for a committee to inquire how far the present distress was con- 
nected with the monetary system. Lord Althorp immediately 
met the motion by an amendment, that any change in the mo- 
netary system which would have the effect of lowering the standard 
of value was inexpedient, which, after a debate of three nights, 
was carried by a majority of 304 to 49 

67 * On the 31st May, 1833, Lord Althorp moved a series of 
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resolutions for the renewal of the Bank Charter, one of which was, 
that so long as the Bank was bound to pay its notes in gold, 
bank notes should be declared legal tender, except by the Bank 
itself* Several members wished for furtlier delay to consider the 
resolutions, as the Session was nearly at an end ; but Sir Robert 
Peel was decidedly of opinion that the House would be abandoning 
its duty if it consented to postpone the question. He was of 
opinion that it was desirable to continue the privileges of the 
Bank, and that there should be but one bank of issue in the 
metropolis, in order that it might exercise an undivided control 
over the issue of paper, and give facilities to commerce in times 
of difficulty and alarm, which it could not give with the same 
effect if it were subject to the rivalry of another establishment, 
lie resisted, at great length, the proposition for making bank 
notes legal tender, as a departure from the principle of the Act of 
1819, and the true principles that should govern a paper currency. 
It was decided, by a majority of SIO to 83, to proceed with the 
consideration of the resolutions. The plan of making bank notes 
legal tender gave rise to much difference of opinion, but was 
carried by 214 to 156 

68. We have already seen that the public had attempted, at 
various times, to form rival banking companies to the Bank of 
England, and in 1709 and 1742, the Bank Acts had been framed 
to stop up various loop-holes which had been successively dis- 
covered. In 1742, the phraseology used had been supposed to 
be quite effectual for that purpose. At that time, the custom of 
giving notes payable to bearer on demand to their customers in 
return for deposits, was considered so essentially the fundamental 
idea of banking, that to prohibit the giving of these notes was 
deemed an effectual bar upon carrying on the business of banking. 
But in process of time — about 1793 — ^the London bankers dis- 
continued issuing notes payable to bearer on demand. The Act 
of 1742 was considered to be so effectual a bar upon establishing 
banking companies in general, that for a long time it escaped 
public observation that the method of doing business by way of 
cheques enabled banking companies to elude the wording of the 
Act of 1742. In 1796, when, in consequence of the restrictive 
measures of the Bank of England, much distress was felt in 
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London from the want of a circalating medium, an association Of 
merchants and bankers was formed, for the purpose of providing 
a circulating medium which should not infringe the privileges of 
the Bank ; the question was considered by them, in what the 
Bank’s privileges of exclusive banking ” did consist, and they 
determined, “ The privilege of exclusive banking enjoyed by the 
Governor and Company of the Bank of England, as defined by 
the Acts of Parliament under which they enjoy it, seems to con- 
sist in the power of lorrowmg^ owing^ or taking tijp money on 
their hills or notes payahU on demand'^ About the year 1822, 
some writers detected this flaw in the monopoly of the Bank, and 
maintained that a joint stock bank of deposit was no infringement 
of the Charter, and that such banks might be formed, and carry 
on a very successful business without issuing notes at all, but by 
merely following the practice of the London bankers by adopting 
cheques. Though this idea was much discussed in pamphlets at 
that period, no practical result ensued 

69, It is somewhat remarkable that the discovery should 
have been allowed to lie unfruitful for so long a period. When 
the Government first entered into negotiation with the Bank in 
1833, concerning the terms of the renewal of the Charter, they 
were persuaded, as well as the whole mercantile community, that 
the monopoly forbade banks of any description whatever, with 
more than six partners, being formed. In the course of the 
negotiation, however, this was brought under the notice of the 
Government, who took the opinion of their law officers on so im- 
portant a point. The opinion of the Crown lawyers was that the 
clause did not prohibit joint stock banks of deposit being formed. 
The directors and proprietors of the Bank were much disturbed 
at finding this flaw in their monopoly, and requested the Govern- 
ment to have it rectified ; but Lord Althorp said that the bargain 
was that their privileges should not be diminished, but he would 
not agree to any extension of them. In order to remove all 
doubts upon the subject, the Solicitor-General brought up a 
clause, by way of rider, declaring the right to form such banks. 
He said that the basis of the contract with the Bank was, that 
they were to enjoy whatever monopoly they already possessed, but 
nothing beyond it. He had examined the case with the utmost 
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care, uad there was no pretence for saying that such banks were 
an encroachment upon the monopoly of the Bank. The Bank, 
as originally founded, was a lank of mue, and the monopoly 
first granted in 1G97 must be held to refer only to banks f^usdem 
gpueru. Such had been the uniform language of all the sub- 
sequent Acts. The clause upon which their monopoly rested was 
strictly confined to the issue of paper money. Banks of deposit 
were lawful at common law, and it rested with those who said it 
W’as forbidden, to point out the Act which prohibited them 

60. The chief provisions of the Act were as follows (Statute 

1833, c. 98)— 

1. The Bank was continued as a Corporation, with such 
exclusive privileges of banking as was given by the Act, for a 
certain time, and on certain conditions, during which time no 
society or company exceeding six persons should make or issue in 
London, or within sixty-five miles thereof, any bill of exchange 
or promissory note, or engagement for the payment of money on 
demand, or upon which any person holding the same may obtain 
payment on demand. ’ But country bankers might have an agency 
in London for the sole purpose of paying such of their notes as 
might be presented there 

2. For the purpose of removing any doubts that might exist 
as to what the exclusive privilege of banking which the Bank of 
England enjoyed consisted in, it was enacted that any body politic 
or corporate, or society or company, or partnership, of whatever 
number they consisted, might carry on the business of banking in 
London, or within sixty-five miles thereof, provided that they did 
not borrow, owe, or take up in England any sum or sums of 
money on tlxeir bills or notes payable on demand, or at any less 
time than six months from the borrowing thereof, during the 
continuance of the privileges of the Bank of England 

3. All the notes of the Bank of England, payable on 
demand, which should be issued out of London, should be 
payable at the place where they were issued 

4. Upon one year’s notice, to be given within six months 
after the expiration of ten years from the 1st day of August, 

1834, and repayment of all debts due by Parliament to the 
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Bank, its privileges were to cease and determine at the end 
of the year’s notice 

5. So long as the Bank paid its notes on demand in legal 
coin, they were declared to he legal tender of payment, except by 
the Bank itself, or any of its branches. KTo notes not made 
specially payable at any of the branches were liable to be paid 
there ; but the notes issued at all the branches were to be payable 
in London 

6. Eegulations about publishing its accounts, and exemptions 
of bills and notes not having more than three months to run, 
from the usury laws — these being altered now, need not be de- 
tailed 

7. The public were to pay off one-fourth part of the debt 
due to the Bank, and the proprietors might reduce the capital 
stock of the Bank by that sum if they chose 

8. In consideration of these privileges, the Bank was to give 
up £120,000 a year, from the sum they received for managing 
the public debt 

61. For several years after the renewal of the Bank Charter 
the harvests were unusually abundant, which caused all sorts of 
agricultural produce to be ruinously depressed. Wheat fell 
continuously through 1884 and 1835, till, in the last week in 
December, 1835, its price was 86s. the imperial quarter. As all 
agricultural contracts were framed on the expectation that wheat 
would not be much less than 70s, the quarter, this long-continued 
depression produced the most severe distress. At the same time, 
however, all the manufacturing interests were in a state of un- 
exampled prosperity from the abundance and cheapness of food. 
The long-continued low price of corn caused less to be sown in 
1885, and the spring of 1836 was unfavourable. These causes 
combined to raise the price of wheat in 1886, and the harvest 
time being wet and cold, caused the price to rise to 61^. 9d, in 
the autumn 

62. The state of extraordinary prosperity enjoyed by the 
commercial interests during 1883-34-85 gave rise to an immense 
amount of speculation and dabbling in foreign loans, as if people 
seemed incapable of learning wisdom from the experience of 1825. 
The unexpected success of the first railway gave rise to a con- 
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sidciublc amount of speculation in the formation of railways. An 
iauneuse extension of the joint stock banking system economised 
capital to a great degree, and afforded the means of the most fatal 
extension of credit. On the 14th August, 1834, Lord Wharncliffe 
called the attention of the Ministry to the prodigious extension 
of joint stock banks and their branches, and the insufficient 
capital they were trading with. The important subject of joint 
stock banking was brought before the House of Commons in 
1836, and a Committee was appointed to inquire into it. The 
Committee sat during the Session and made two reports, which 
will be noticed in a subsequent chapter. This fever of specu- 
lation reached its acme in the spring of 1830. Mr. Poulett 
Thompson, President of the Board of Trade, said in the House 
of Commons on the Gth of May, 183G — 

It is impossible not to be struck with the spirit of specu- 
lation which now exists in the country, but I believe that there is 
a great difference in the state of things and what took place in 
1825. The spirit of speculation was then turned to foreign 
adventure of the most extraordinary description ; but now specu- 
lation is directed to home objects, which, if pushed too far, may- 
be very mischievous, though the consequences may not be quite 
so mischievous as in 1825. But really, on turning to any news- 
paper, or any price current, and observing the advertisements 
of joint stock companies upon every possible subject, however 
unfit to be carried on in the present state of society, every man 
must be struck with astonishment at the fever which rages at this 
moment for these speculations. I felt it my duty some time ago 
to direct a register to be kept, taking the names merely from the 
London and a few country newspapers, of the different joint stock 
companies, and of the nominal amount of capital proposed to be 
embarked in them. The nominal capital to be raised by sub- 
scription amounts to nearly £200,000,000 and the number of 

companies to between 300 and 400 The greater 

part of these companies are got up by speculators, for the purpose 
of selling their shares. They bring up their shares to a premium, 
and then sell them, leaving the unfortunate purchasers, who are 
foolish enough to invest their money in them, to shift for them- 
selves. I have seen also, with great regret, the extent to which 
joint stock banks have sprung up in different parts of the 
cotintry. I believe, indeed, that great good has arisen from 
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joint stock banks, but the observations I have made with regard 
to other companies are equally applicable to many of the joint 
stock banks that are springing up in different parts of the 
country, and the existence of which can only be attended with 
mischief” 

63, We have seen that since the Bank of England had 
adopted the principles of the Bullion Report in 1827, the method 
they adopted of carrying them into effect was to keep their 
securities ” as nearly as possible even, and to keep their bullion 
and cash equal to one-half the ‘‘ securities the bullion, cash, 
and securities being together equal to their ‘‘ liabilities*” Having 
got the Bank into this position while the exchanges were at par, 
to throw any action either of increase or decrease of their issues 
of notes entirely upon the public, either by means of the foreign 
exchanges or by an internal extra demand for gold. The Bank 
was got into this normal condition in October, 1833, when its 
“liabilities, le., the issues and the deposits, were £32,900,000, 
the “ securities ” were £24,200,000 and the bullion £10,900,000. 
Some transactions with the East India Company and speculations 
in South American stock occurred to derange these proportions in 
1834, and caused an export of specie ; but in 1835 the foreign 
exchanges became favourable and the drain was arrested. But in 
the meantime the Bank had totally lost all power of preserving 
the proportion between the bullion, securities, and liabilities it 
had professed to adhere to. The following table, taken at 
intervals, will exhibit this very clearly — 

1 Oct., 1833, £30,937,000 
11 Mar., 1834, £81,372,000 
15 July, 1834, £37,554,000 
9 Sept., 1834, £31,058,000 
13 Jan., 1825, £83,071,000 
5 May, 1835, £29,417,000 


f Securities, 
( Bullion, 
f Securities, 
I Bullion, 
f Securities, 
I Bullion, 
f Securities, 
\ Bullion, 
j Securities, 
I Bullion, 
f Securities, 
1 Bullion, 


£22,640,000 

£10,527,000 

£24,777,000 

£8,901,000 

£31,735,000 

£8,298,000 

£26,643,000 

£7,010,000 

£29,165,000 

£6,608,000 

£26,179,000 

£5,951,000 
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This was the lowest point which the amount of bullion 
reached, and the drain was arrested. The above table shews how 
totally deranged the proportions were to what the directors con- 
sidered to be a proper position for the Bank. From that time 
bullion continued to flow in, till, in March, 183G, it slightly 
exceeded eight millions ; but, even then, the securities were three 
times the bullion, instead of twice, as they ought to have been 

64 . The amount of bullion in the Bank was at its height 
in March, 1836, and then began steadily to decline again; in the 
middle of July it had fallen below six millions, when the Bank 
thought it was necessary to endeavour to stop it, and it raised 
the rate of discount to 4^ per cent. This had no efPect, however, 
in stopping the demand for discount. In September the bullion 
barely exceeded five millions, and the Bank raised the rate of 
discount to 5 per cent. Now the bubbles blown in the preceding 
year and spring of 1836 were fast bursting on all hands 

66. The drain on the coffers of the Bank proceeded at a 
rapid rate, both from external and internal causes. President 
Jackson had determined that the Charfcer of the National Bank 
of the United States, which expired in 1836, should not be 
renewed, and that the currency of that country should be placed 
on a sounder footing than it had hitherto been, by forming a 
sound metallic basis. Operations to effect this purpose soon 
commenced. Immense quantities of American securities of all 
sorts were imported into England, and negotiated for the purpose 
of remitting the specie to America. The improperly low rate of 
discount in this country, favoured by the inordinate multiplication 
of Banks, enabled a great quantity of these securities of various 
descriptions to be realized in England, and the cash was remitted 
to America 

66. The joint stock banks had been blowing the bubble of 
credit to the utmost tenuity, by re-discounting most of the bills 
which they discounted. This practice largely increases the pro- 
portion of paper currency compared to the metallic basis, and, of 
course, adds to any peril in times of discredit. The Bank of 
England, at length, but too tardily, as has almost invariably been 
the case, awoke to the impending danger, and determined to 
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strike a blow at the distended state of credit. It not only raised 
the rate of discount to five per cent, in August, but absolutely 
refused to discount any bills indorsed by any joint stock bank of 
issue. This was a great blow at the great amount of American 
securities afloat in the country, as most of those bills had been 
purchased by the joint stock banks, and re-issued with their 
indorsement upon them 

67 . In the autumn of 18B6, the symptoms of the coming 
storm were very apparent, especially in Ireland. One very largo 
joint stock bank, the Agricultural and Commercial, was known to 
be in difficulties early in the autumn, and it made several applica- 
tions to the other joint stock banks in Ireland, and England, and 
Scotland, for assistance, which they all refused. It also made a 
call upon its shareholders which was not responded to. The 
other Irish banks, foreseeing a stoppage of the Agricultural and 
Commercial, had been laying in a stock of gold, to meet the run 
which would necessarily follow the failure of a bank with so 
many ramifications. The sum in gold which the Irish banks 
laid in, to provide for the run, was estimated to be not less than. 
£2,000,000, all of which came from the Bank of England* 
Much of this was required on account of the extraordinary 
differences of opinion that were given by the most eminent Irish 
counsel, as to whether the Bank of England notes were tender in 
Ireland. Three very eminent lawyers held that they were legal 
tender, and three equally eminent held that they were not. The 
Bank of Ireland itself thought that they were not, and were still 
less inclined to make the experiment when there was such a 
difference of opinion among the lawyers. The other banks 
followed the example of the Bank of Ireland, and provided gold 

68. The catastrophe that had been foreseen took place on 
the 14th of November, when the Agricultural and Commercial 
Bank stopped payment, which was immediately followed by a 
general run upon all the Banks in Ireland ; but it was well met, 
from the care which had been previously taken to provide si)ecio. 
So great was the state of discredit, that even the Bank of England 
notes were at a heavy discount in Dublin. The Bank of Ireland 
would only take them in very small quantities from their customer! 
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at a discount of 25. 6^. each. During all this time, the diminu- 
tion of bullion in the Bank of England was going on rapidly. 
At the beginning of October, it had £5,035,000 in bullion, to 
meet £29,869,000 of liabilities; at the end of November its 
liabilities were £80,941,000, and its bullion £3,640,000. During 
December its bullion slightly increased, and in January diminished 
again. In November, the Northern and Central Bank, with its 
liead office in Manchester, and thirty-nine branches in the manu- 
facturing districts, became seriously embarrassed, and applied to 
the Bank of England for assistance, which the Bank at first 
refused ; but upon consulting the leading bankers in London, 
their opinion was that the stoppage of so extensive a concern in 
the manufacturing districts would very probably bring on a 
general panic. The Bank, therefore determined to advance the 
sum of £500,000, to enable it to meet its engagements, which 
upon subsequently discovering that these were much more 
extensive than had been at first represented, was further increased 
to the sum of £1,370,000. Early in January, a London banking 
house applied for assistance to the Bank, and, on the other London 
bankers giving their guarantee to the Bank of England, it made 
advances sufficient to enable that house to meet its engagements. 
The difficulties attending the American houses, both in London 
and Liverpool, became now so pressing, that they also were obliged 
to apply to the Bank. Persons were appointed to look into their 
affairs, who represented that, if assistance were given them to 
meet their outstanding engagements, they would ultimately prove 
solvent. As an additional reason for granting this assistance, it 
was stated that if these American houses were permitted to stop 
payment, their concerns were so vast, and so extended throughout 
the north of England, that a general destruction of credit would 
ensue. After full consideration, the Bank determined to attempt 
to carry these houses through their embarrassments, and for this 
purpose, it advanced the enormous sum of £6,000,000. This 
great operation was, however, successful, though the final liquida- 
tion of the account was retarded by the great prostration of 
American credit in 1839. The advances made to the banking 
interests in England were all repaid, principal and interest, with 
one very trifling exception. The Bank thus followed, for a second 
time, the principles laid down by the Bullion Report and there 
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oaa be no doubt averted a calamity only second in magnitude to 
the catastrophe of 1825 


69, The assistance of the Bank was only intended to be of a 
temporary nature, to give time for the gradual withdrawal of the 
great mass of unsound paper from circulation. This having been 
effected to a large extent, the result followed which always has 
been the case, and always must be the case — a great influx of 
gold, to fill the vacuum caused by the great annihilation of this 
paper currency. During the whole of 1837 bullion rapidly flowed 
into the Bank ; and in December it reached the sum of ten mil- 
lions and a half. The position of the Bank on the 13th of March, 
1838, was as follows— 


Liabilities, 

£31,573,000 


( Securities £21,046,000 

I Bullion..# £10,527,000 


Thus, after a long period of nearly five years, the Bank was at 
length brought back again into what the directors had laid down 
for themselves as the normal position ; and it enabled credit to 
pass through a crisis which would have been tenfold more severe 
if it had not been met by that judicious increase of accom- 
modation ” which the Bullion Report declared was the proper 
remedy for a temporary failure of credit 


70. From 1832 to 1837 there had been a series of seasons 
of remarkable abundance. For several years a series followed of 
extreme scarcity. The crop of 1838 was the worst that had been 
known since 1816 ; that of 1839 was scarcely, if at all, better. 
This great deficiency rendered it necessary to import foreign corn 
to the value of £10,000,000, a considerable portion of this 
required to be remitted in specie. But, just at this period, a 
number of other concurrent causes happened to create a great 
demand for gold for foreign countries. During the preceding 
years America, France, and Belgium had carried the extension of 
paper credit to most extravagant lengths. In America the fatal 
system of issuing banknotes upon "property” and ^^securities’* 
had been carried to a length almost worthy of Law. In France 
and Belgium joint stock banks had been extensively formed. 
This great extension of paper currency had the very same effect 
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as the over issue of paper had in England ; it drove bullion out of 
these countries, and was one of the causes which, together with the 
fortunate destruction of the extravagant paper credit in England, 
in 1837, caused such an influx of gold in this country up to 
March, 1888. But, in this latter year, these bubbles burst. In 
the autumn of 1838 the Bank of Belgium failed, and a severe run 
upon the banks at Paris took place. This revulsion of credit, 
and extinction of paper issues in those countries, caused a current 
of bullion to set in towards them which came from the Bank of 
England 

71. In the beginning of 1838, when the bullion in the Bank 
had been rapidly increasing for several months, the commercial 
world thought it was time for the Bank to make use of the 
treasure in its vaults. It accordingly reduced the rate of discount 
from 5 to 4 per cent., and was induced to send over one million 
of sovereigns to America, the exchanges being favourable to that 
country in consequence of the destruction of paper, to assist the 
American banks to resume payments in cash 

72. The bullion in the Bank kept a pretty even amount till 
December, 1838. On the 18th of that month the liabilities 
were £28,120,000, the securities £20,776,000, and the bullion 
£9,794,000. From this date a rapid and steady drain set in, 
which continued with unabated severity till October, 1839. 
When the Bank lowered its rate of discount to 4 per cent, in 
February, 1838, the market rate had fallen still lower, and in 
fnimmAr was about 3 per cent. From that time forward it began 
to rise, and at the end of the autumn was level with the Bank. 
While everything was symptomatic of an impending drain of 
bullion, the Bank on the 29th of Kovember, suddenly lowered its 
rate to Si per cent, for advances upon bills of exchange. East 
India bonds. Exchequer bills, and other approved securities. The 
market rate of interest was now decidedly higher than that of the 
Bank, and the consequence was an immediate pressure for accom- 
modation on the Bank. The securities which, in December, 1838, 
were £19,536,000, mounted up in January, 1889, to £27,594,000^ 
and the bullion feU from £9,522,000 to £8,826,000. The Mowing 
table will exhibit clearly the progressive diminution of bullion— 
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18 Dec., 1888 

Liabilities. 

£28,120,000 

Securities. 

£20,776,000 

Bullion. 

£9,794,000 

1 Jan., 1839 

28,156,000 

22,377,000 

9,048,000 

15 Jan. 

97 

30,305,000 

24,529,000 

8,386,000 

12 Feb. 

79 

26,939,000 

22,628,000 

7.047.000 

6.580.000 

12 March 

17 

26,088,000 

22,143,000 

9 April 

77 

29,039,000 

22,173,000 

5,213,000 

80 April 

19 

26,475,000 

24,536,000 

4,455,000 

14 May 

19 

25,711,000 

24,098,000 

4,117,000 


73. Up to this time the Bank seemed to have been struck 
with actual paralysis. Notwithstanding the continuous rise in 
the market rate of interest, and the unmistakeable drain of 
bullion that had set in, they, on the 28th of February, issued a 
notice continuing the same rates on the same securities as in the 
previous November. And it was not until the 16th May that they 
suddenly raised it to 5 per cent. The above figures show how 
completely the directors had belied their own principles of keeping 
iheir bullion at one-third of the liabilities. The market rato 
had advanced considerably more rapidly, so that the Bank was 
yet below it. The drain still continued. On the 28th May the 
bullion stood at £3,910,000, and the liabilities upwards of 
twenty-four millions and a half; but the directors seemed so 
utterly blind that, on the 30th May, the time of shutting the 
books for the dividends, they still offered advances at 5 per cent, 
till the 23rd July on the same securities as have been last 
mentioned. However, on the 20th June, they at last became 
alarmed, and issued notices that the rate of discount would be 6^ 
and no securities would be received except bills of exchange 

74. On the 16th July the liabilities were £28,860,000, 
the securities £28,846,000, and the bullion £2,987,000. The 
Directors at last awoke to the fact that the Bank was rapidly 
drifting into bankruptcy. On the 13th July they gave notice 
that they would be ready to receive tenders for the purchases of 
some terminable annuities, but the minimum price they fixed was 
BO high that no sale took place 

76. Besides raising the rate of discount in May, the Bank 
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sold public securities to the amount of £760,000, and it authorised 
bills upon Paris to be drawn to its account to the amount of 
£600,000. These measures had the cflect for a short time of 
arresting the drain. But when these bills came to maturity the 
Bank was in no better position to meet them, and it then became 
necessary to create a larger credit in Paris to meet the first. 
The position of the Bank was, of course, well known to all 
the foreign dealers in exchange, and in June it was generally 
expected abroad that the Bank could not maintain payments in 
specie. In consequence of this, all long-dated bills upon this 
country were sent over for immediate realisation, and the values 
withdrawn as speedily as possible. To counteract this drain, as 
well as to meet the payments of the first credit which had been 
created on behalf of the Bank, it was obliged, in July, to organise 
a measure of a much larger nature. Messrs. Baring entered into 
an agreement with twelve of the leading bankers in Paris, to 
draw bills upon them to the amount of upwards of £2,000,000 ; 
and as each of them had only a fixed credit** at the Bank of 
France, that Bank agreed to honour their acceptances in case 
they should be presented there and exceed their usual limits. 
An operation of a similar nature to the amount of £900,000 was 
organised with Hamburg. As soon as any bill was drawn on 
account of one of these operations, the Bank transferred an equal 
amount of the annuities it had offered for sale in July to two 
trustees, one for the drawers and the other for the acceptor. Out 
of this second credit the bills which fell due from the creation 
of the first credit were paid. This measure had the effect of 
gradually arresting the dram of bullion, which reached its lowest 
point in the week ending the 2nd September, 1839, when it was 
reduced to £2,406,000. From that time it began slowly to 
increase ; and in the last week of the year it stood at £4,532,000, 
the liabilities being £23,864,000, and the securities £22,098,000. 
The operations ensuing from this foreign credit extended over 
nine months, from July, 1839, to April, 1840, and the highest 
amount operated upon w^as in November, 1839, when it was 
£2,900,000 

76. The figures we have quoted, shewing the proportions 
between the bullion and the liabilities of the Bank, are sufficient 
VOIa II. L 
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to shew either that there was some natural impossibility in 
adhering to the rule the directors had laid down for th(‘ir 
guidance in 1832 , or that they had not suflS.cient firmness to 
contract their securities in time of pressure to maintain it. The 
flagrant disproportion which these figures had assumed, wdiich 
would scarcely be safe in an ordinary banking house, but which 
were to the last degree perilous in the Bank of England, which 
was known to be the last resource of every bank in the kingdom 
in times of difficulty, turned the attention of writers to devise 
some plan by which, if possible, the Bank should be compelled to 
maintain the proper proportion between bullion and liabilities. 
Colonel Torrens appears to have been the originator of the idea, 
which was eventually adopted, of dividing the Bank into two 
distinct departments, independent of each other; one for the 
purpose of issuing a regulated amount of notes, and the other for 
carrying on the business of banking. This plan was first started 
in 1837 , and was much canvassed and discussed by several 
eminent writers on the subject, such 4 Mr. Tooke, Mr. Norman, 
and others; and we shall see was afterwards one of the most 
prominent features in Sir Robert Peel’s Act of 1844 , and we 
shall reserve to its proper place the account of the plan which 
was ultimately adopted. The great commercial and monetary 
crisis the country had passed through within the few preceding 
years, attracted much public attention, and several petitions 
were presented to Parliament; and in March, 1840 , the Govern- 
ment determined to institute an inquiry into the whole system 
of paper issues. On the 10th of that month the Chancellor of 
the Exchequer moved for a Committee for that purpose. He 
reminded the House that the Bank Charter would terminate in 
1844 , and he thought it expedient that they should not postpone 
inquiry into the subject till the last moment. That whatever 
might be the difference of opinion among the most intelligent 
men, as to what part of the difficulties they had gone through 
were to be attributed to the Bank of England, or other Banks, 
still they were very strongly of opinion that the present system 
required revision and alteration. Leaving out of consideration 
former transactions, the difficulties and embarrassments which 
the country had gone through, within the last few years, had led 
the most important bodies, and the largest of the manufacturing 
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towns, to make complaints — in calm and temperate language — 
and to express an anxiety that the House should institute an 
investigation into their complaints, and endeavour to provide 
adequate remedies. The chief points of interest connected with 
the report and evidence arc — 

1. That the principle propounded in 1832 for the manage- 
ment of the Bank, for the purpose of conforming witli tlie 
principles of the Bullion Eeport was totally condemned 

2. The great modern heresy, that bills of exchange form no 
part of the circulating medium, or currency, which was first 
asserted before a Parliamentary Committee in 1832, was now 
maintained by the great majority of the commercial and banking 
witnesses 

3. This seems to have been the first adoption by mci'cantilo 
men of the theory, which is the reigning banking fallacy of the 
present day, wdiich is now known by the name of the Currency 
Principle,” The principle shortly suited is this — TMt tvhoa 
Bank notes are permitted to he issued, the number in circulaiion 
should always he exactly equal to the com which would he in 
circulation if they did not exist The advocates of this principle 
maintain that it is the only true mode of regulating a paper 
currency, and preserving the paper of equal value with the gold 
coin. This theory sounds remarkably specious and plausible 
and, from the eminence of the persons who have been converted 
to it, has acquired much importance. Nevertheless, we affirm 
that there never was a greater delusion palmed off upon the 
credulity of mankind, and that it never could have emanated 
from, or be believed in by, any one who had the slightest 
knowledge of banking accounts 

77 . The rule for managing the Bank so as to conform to 
the principles of the Bullion Eeport, which had been considered 
as the acme of wisdom by all the witnesses before the Committee 
of 1832, was thus spoken of by Mr. S. J. Loyd, now Lord Overstone 
— ‘‘ The rule of keeping a fixed amount of securities, it is true, 
has been suggested by the Bank herself for her guidance ; but the 
folly has consisted entirely in the suggestion of such a rule, and 
not in the departure from it,” (Q. 2904.) And again (Q. 2907) 

n 2 
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— First for the simple and exclusive purpose of regulating the 
circulation of the country, it leaves us without any rule whatever: 
and accordingly we find by the published returns that no fixed 
relation oxists between the amount of bullion and the amount of 
circulaticn. Second, the circulation may decrease while the bul- 
lion is increasing, or it may increase whilst the bullion is de- 
creasing. We have had practical examples of each kind within 
the last few years. Third, the bullion, though the demand of the 
depositors may leave the BanTc coffers in large amounts ; in fact 
it may be wholly drained out without any con- 
traction of the circulation, and, therefore^ without any 
effect being produced on prices or the foreign exchanges^ by means 
of which the drain may be checked 

This passage deserves the closest attention, because the Bank 
Act of 1844 was expressly devised for the purpose of preventing 
such a thing, and we shall see shortly how far it was effectual for 
this purpose 

78 . Nothing can be more wearisome than to read through 
the enormous mass of heterogenous questions heaped upon one 
another, without aim or drift, tending to no result, and capable of 
producing none. Nothing can be more humiliating than the 
contrast between the Bullion Committee of 1810 and the Com- 
mittee of 1840. The Bullion Committee were masters of the 
science ; they knew how to govern the direction of the inquiry, 
to cross-examine the witnesses, and to make them expose their 
own fallacies, by involving them in contradictions and incon- 
sistencies. And, when the witnesses had given their opinions, 
the Committee were able to judge and decide upon the value 
of the testimony, and the result was the complete demolition 
of the opinions of the great majority of the witnesses. But, 
in the Committee of 1840, the want of a presiding mind is pain- 
fully conspicuous. They were totally destitute of any knowledge 
of the principles of the science of banking; and after having 
protracted the inquiry through two Sessions, they were obliged 
to come to the humiliating confession of their own incompetence 
to frame a report on the evidence given, and to suggest to 
Parliament the expediency of appointing a commission for that 
purpose I 
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79. From 1838 there ensued a dismal series of four bad 
harvests in succession, wliich were attended with much suffering 
to the people ; high prices of corn, and, as a natural consequence, 
largo importations of foreign corn, and a very low amount of 
bullion in the Bank. In fact, the alleged rule of 1832 was a 
complete dead letter, and it was not till the 27th of August, 1842, 
that these proportions were again attained, when the liabilities 
stood at £29,022,000, and the bullion at £9,729,000. The crops 
of 1842-43-44 were prodigiously abundant — the latter more so than 
any for ten years preceeding. The consequences of this, as well 
as other circumstances which happened at that time to economise 
the capital of the country, produced a cycle of years of great 
apparent prosperity, but which ended in the general revulsion of 
1847. This latter part is beyond the limits of this Chapter. The 
bullion in the Bank continued steadily and rapidly to accumulate 
until in December, 1843, it reached a higher limit than it had 
ever done before, being £14,982,000, and continued to increase 
after that until the passing of the Act of 1844 
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CHAPTEE XII 

PEOM THE BANK ACT OP 1844 TO THE PRESENT 

TIME 

!• On the 6th May, 1844, Sir Robert Peel moved a resolution 
of the House, that it was expedient to continue for a limited time 
certain of the privileges then enjoyed by the Bank of England, 
subject to any conditions that might be passed by any Act for 
that purpose. In bringing this resolution forward, he gave a 
preliminary sketch of the evils of the paper currency as it then 
stood, and the methods he proposed for placing it on a sounder 
footing. After dwelling on the importance of a metallic standard 
and exposing the absurdity of the theories which were so prevalent 
during tlie Restriction Act, and the advantage of having a single 
standard of value, he addressed himself to the more immediate 
subject of consideration — the state of the paper circulation of the 
country, and the principles which ought to regulate it — ^*1 must 
state, at the outset, that, in using the word money, I mean to 
designate by that word the coin of the realm, and promissory notes 
payable to bearer on demand. In using the words paper cuiTency, 
I mean only such promissory notes. I do not include in these 
terms bills of exchange, or drafts on bankers, or other forms of 
paper credit. There is a natural distinction, in my opinion, 
between the character of a promissory note payable to bearer on 
demand, and other forms of paper credit, and between the effects 
which they respectively produce upon the price of commodities, 
and upon the exchanges. The one answers all the purposes of 
money, passes from hand to hand without indorsement, without 
examination, if there be no suspicion of forgery ; and it is, in fact, 
what its designations imply it to be, currency, or circulating 
medium . . .1 think experience shews that the paper 

currency, that is, the promissory notes payable to bearer on demand, 
stands, in a certain relation to the gold coin and the foreign ex- 
changes, m which other forms of paper credit do not stand. There 
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are striking examples of this, adduced iu the Report of the Bullion 
Committee of 1810, in the case both of the Bank of England and 
of the Irish and Scotch Banks. In the case of the Bank of England 
and shortly after its establishment there was a material depreciation 
of paper in consequence of its excessive issue. The notes of 
the Bank of England were at a discount of 17 per cent. 
After trying various expedients, it was at length determined to 
reduce the amount of Bank notes outstanding. The consequence 
was an immediate increase in the value of those which remained 
in circulation, the restoration of them to par and a corresponding 
improvement in foreign exchanges. ... In 
the case of Ireland, in 1801 the exchange with England was 
extremely unfavourable. A committee was appointed to consider 
the causes. It was denied by most of the witnesses from Ireland 
that they were at all connected with excessive issues of Irish notes. 
In the spring of 1804 the exchange of Ireland with England was 
so unfavourable, that it required £118 10^?. of the notes of the 
Bank of Ireland to purchase £100 of the notes of the Bank of 
England. Between the years 1804 and 1806 the notes of the 
Bank of Ireland were reduced from £3,000,000 to £2,410,000, 
and the effect of this, taken in conjunction with an increase of the 
English circulation, was to restore the mlative value of Irish paper 
and the exchange with England to par. In the same manner an 
unfavourable state of the exchange between England and Scotland 
has been more than once corrected by a contraction of the paper 
circulation of Scotland. In all these cases the action has been on 
that part of the paper credit of the country which has consisted 
of promissory notes payable to bearer on demand. There had 
been no interference with other forms of paper credit, nor was it 
contended then, as it is now contended by some, that promissory 
notes are identical in their nature with bills of exchange, and with 
cheques on bankers, and with deposits, and that they cannot be 
dealt with on any separate principle ” 

2 . There is no need now of saying anything more regarding 
the unhappy heresy with which Sir Robert Peel was then 
infected, that nothing but Bank notes are paper currency,, 
because we have nothing new to say. But it is impossible to 
imagine anything more inaccurately stated as histogrical evidence 



152 THEORY AND PRACTICE OE BANKING 


to support liis ideas. In the first place, he committed tho 
immense error of omitting to consider that, in the English and 
Irish cases, these things happened when the English and Irish 
Bank notes were not payable to bearer on demand, when they 
were, in fact, inconyertible. In his statement regarding the Bank 
of England he relied upon the Bullion Report. Now, we have 
shewn, by the most incontrovertible evidence, in Chapter IX*, 
that this passage of the Bullion Report is the most amazing mass 
of chronological error and confusion that can be imagined. It 
was not the profuse issues of Bank notes that depressed tho 
exchanges, but the Mdness of the com; it was not taking Bank 
notes out of circulation that brought the exchanges to par, but 
the restoration of the coinage^ and the exchanges were brought to 
par nine months before the Bank note was brought to par. 
Hence, in this case, the statement that the excessive issues of 
Bank notes caused the exchanges to fall, and the withdrawal of 
them restored them to par, has not a shadow of a foundation in 
truth. Hence, there is no truth whatever in saying that tho 
action was upon the Bank notes — the action was simply and 
solely on the silver coinage. The Irish case is equally inap- 
plicable, because the notes were then inconvertible, and they 
were the medium in which payment of bills of exchange was 
made ; and then, unquestionably, an excessive quantity of them 
depressed the exchanges prodigiously ; but how does such a case 
apply to notes strictly convertible ? The Scotch case is equally 
inapplicable — which will be explained in the following chapter, 
for the notes were not payable to bearer on demand, but six 
months after demand. Consequently, of these three examples, 
the first is wholly inaccurate, and the other two are wholly 
inapplicable to the case he had in hand 

' 8. He then proceeded to expatiate on the evils of unlimited 

competition of issues — 

*^Are the lessons of experience at variance with the conclusion 
we are entitled to draw from reason and from evidence ? What 
has been the result of unlimited competition in the United 
States? In the United States the paper circulation was supplied, 
not by private bankers, but by joint stock banks, established on 
principles apparently the most satisfactory. There was every 
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precaution taken against insolvency, unlimited responsibility of 
partners, excellent regulations for the publication and audit of 
accounts, immediate convertibility of paper into gold. If the 
principle of unlimited competition, controlled by such checks, be 
safe, why has it utterly failed in the United States? How can it 
be shewn that the experiment was not fairly made in that 
country? Observe this fact, while there existed a central Bank 
(the United States Bank) standing in some such relation to the 
other banks of the United States as the Bank of England stands 
to the banks in this country, there was some degree (Imperfect, 
it is true) of control over the general issues of paper. But when 
the privileges of the central Bank ceased, when the principle of 
free competition was left unchecked, then came, notwithstanding 
professed convertibility, immoderate issues of paper, extravagant 
speculation, and the natural consequences, suspension of cash 
payments and complete insolvency. Hence I conclude that 
reason, evidence and experience combine to demonstrate the 
impolicy and danger of unlimited competition in the issue of 
paper 

4. It is impossible to say which is the more remarkable in 
this extract — the evidence Sir Robert Peel omitted, or the 
evidence he adduced. The first thing that strikes us is — What 
was the need of crossing the Atlantic in search of an example 
of joint stock banks, with unlimited competition of issues? 
Why did he not cross the Tweed? On the north side of the 
Tweed there had existed joint stock banks, with unlimited issues, 
for 150 years, and no central bank to control the others,* the 
principle of free competition was left unchecked, and the natural 
consequences, ‘‘suspension of cash payments and complete in- 
solvency,” had never occurred. But Sir Robert Peel carefully 
avoided saying one word about that case, and the reason was that 
it militated against the theory he was determined to carry at all 
hazards, that of om Central Bank of Issue 

6- But the evidence he adduced was as great a misrepre- 
sentation of historical fact as what we have quoted in Section 2. 
The American Banks, indeed, established on principles the most 
satisfactory I why John Law was the parent of American banking) 
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They were a formal adoption of the wild theories of Law. How- 
ever, we cannot fully expose the fallacy of Sir Robert Peers 
views of American banking until a subsequent chapter; but 
as to the fact of the Central Bank of the United States exercising 
any due controlling influence over the other Banks, we will only 
quote a passage from President Van Buren's message to Congress, 
1839— 

am aware it has been urged that the control (over the 
operations of the local banks) may be best attained and exerted 
by means of a National Bank. Hu history of tJm late Natioml 
Bank, through all its mutations, shews that it was not so. On the 
contrary, it may, after a careful consideration of the subject 
be, I think safely stated, that at every period of banking excess 
it took the lead ; that in 1817 and 1818, in 1823, and in 1833, and 
in 1834, its vast expansions, followed by distressing contractions, 
led to those of the State institutions. It swelled and maddened 
the tides of the banking system, but seldom allayed or safely 
directed them. At a few periods only was a salutary control 
exercised, but an eager desire, on the contrary, exhibited for profit 
in the first place ; and if afterwards its measures were severe 
towards other institutions, it was because its own safety compelled 
it to adopt them. It did not differ from them in principle or in 
form ; its measures emated from the same spirit of gain ; it felt 
the same temptation to over-issue ; it suffered from and was totally 
unable to avert, those inevitable laws of trade, by which it was 
itself affected equally with them, and at least on one occasion, at 
an early day, it was saved only by extraordinary exertions from 
the same fate that attended the weakest institution it professed to 
supervise. In 1837 it failed equally with others in redeeming its 
notes, though the tw^o years allowed by its charter had not expired, 
a large amount of which remains at the present time outstanding.’' 

Such was the language held by the Government regarding 
that institution to whose abolition Sir Robert Peel attributed the 
destruction of American credit I and if we were to descend from 
the evidence of the Executive to that of the most eminent private 
commercial writers, such as Mr. Galatin, Mr. Lee, Mr. Appleton, 
and others, we shall find that the most reckless mis-managemenfc 
was the chief characteristic of that Bank. So much for the value 
of it as an argument in support of Sir Robert Peel’s views 
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6. Sir Robert Peel then said that some contended — and he 
was not prepared to deny the proposition — that if we had a new 
state of society to deal with, the wisest plan would be to claim for 
the state the exclusive privilege of the issue of promissory notes, 
as we have claimed for it the exclusive privilege of coining. They 
considered that the State is entitled to the whole profits to 1» 
derived from that which is the representative of coin, and that if 
the State had the exclusive power of issuing paper, there would be 
established a controlling power which would ensure, as far as 
possible, an equilibrium in the currency. Is it necessary to point 
out the gross and ludicrous fallacy of Sir Robert Peel in this 
sentence ? It is the height of incorrectness to say that the State 
has the exclusive power over the coinage, or at least, that she has 
reserved it to herseK. Ever since the reign of Charles II., every 
private person has the right to have bullion coined at the Mint ; 
formerly both gold and silver, to an unlimited extent. Since 1816 
this privilege is confined to gold coin. At this moment all persons 
are entitled to have as much gold bullion as they please coined at 
the Mint ; the only thing the State reserves to itself is the privilege 
of coining it so as to insure its being of a certain weight and fine- 
ness. But in what way is this analogous to the issue of promissory 
notes ? The only duty of the State is to take measures that those 
who issue notes shall be in a condition to fulfill their promise of 
payment on demand- He then stated it was the intention of the 
Government to increase as much as possible the power of a single 
biiTilr of issue and that bank should ^ the Bank of England. The 
Bank was, therefore, to continue its privileges of issue, but it was to 
be divided into two departments, the one for the purpose of issuing 
notes, and the other for the ordinary business of banking. But 
the Bank was to be deprived, once for all, of the power of un- 
limited issues. These were to take place in future on two 
foundations only : 1st, a fixed amount of public securities ; and 
2ndly, bullion. The amount of issues upon public securities was 
permanently fixed at £14,000,000 ; every other note was to be 
issued in exchange for bullion only, so that the amount of notes 
issued on bullion should be governed solely by the action of the 
public. Although Sir Robert Peel wished that there should only 
be a single bank of issue, yet existing interests were to be regarded ; 
and those banks which were at that time lawfully issuing their 
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own notes might remain banks of issue ; but their amount was to 
be strictly limited to a certain definite average. There were other 
details concerning joint stock banks which we shall reserve 

7. On the 20th of May, Sir Robert Peel introduced his farther 
resolutions, and proposed that, in the event of any country banks 
of issue falling, or withdrawing their notes voluntarily from 
circulation, the Bank might, with the consent of the Crown, 
increase its issues to a definite proportion of the notes thus with- 
drawn. And further, that the Bank should be obliged to buy 
all gold bullion presented for purchase at £3 17^. 9^?. per ounce 
(the Bank had been giving only £3 175. and a certain 
proportion was allowed to be on silver bullion, as the export of 
that was a proper remedy for the inconvenience of our standard 
differing from that of other nations. It was therefore of great 
importance to ensure such a stock of silver in this country, as 
might meet the wants of merchants, and prevent them having to 
send to the Continent for it. He proposed that the silver bullion 
upon which the Bank might issue notes should not exceed one- 
fourth of the gold bullion 

8 . It was impossible for Sir Robert Peel not to see the incon- 
sistency of his measure of 1844, with his expressed sentiments in 
1819 and 1833, that it was inexpedient to limit the issues of the 
Bank to any fixed amount, because there were times of com- 
mercial difficulty, when an increased issue of notes might be the 
proper remedy. There is no doctrine more strenuously insisted on 
by the Bullion Report, by the Statesmen of 1819, as well as by 
the Government in 1833, and Sir Robert Peel himself, at both 
these periods, than that it was impossible to fetter the discretion 
of the Bank in its issues. Sir Robert Peel knew that he was 
now taking away this power from the Bank altogether, and, 
accordingly, he was obliged to meet this objection. He said — 

It is said that the Bank of England will not have the means 
which it has heretofore had of supporting public credit, and of 
affording assistance to the mercantile world in times of commercial 
difficulty. Now, in the first place, the means of supporting credit 
are not means exclusively possessed by banks. All who are 
possessed of unemployed capital, whether bankers or not, and who 
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can gain an adeqnafce retnrn by the advance of capital, are enabled 
to afford, and do afford, that aid which it is supposed by some 
that bants alone arc able to afford. In the second place, it may 
be a question, whether there be any permanent advantage in the 
maintainance of public or private credit, unless the means of 
maintaining it axe derived from the bond fide advance of cajulal, 
and not from a temporary increase of promissory notes, issued for 
a special purpose. Some apprehend that the proposed restriction 
upon issue will diminish the power of the Bank to act with 
energy at the period of monetary crisis and commercial alarm and 
derangement. But the object of the measure is to prevent 
(so fax as legislation can prevent) the recurrence of those evils 
from which we suffered in 1825, 188G, and 1839. It is better 
to prevent the paroxysm than to excite it, and trust to 
desperate remedies for tlie means of recovery ” 

Sir Robert Peel, therefore, deliberately took away the power 
of the Bank to act on extreme occasions, under the impression 
that his Act would prevent these extreme occasions from arising. 
We shall see how his hope was fulfilled 

9. Sir Charles Wood followed Sir Robert Peel, travelling 
over the same ground, and giving the same caricatured description 
of American banking aa he had done ; moreover, he also was 
infected with what is known by the name of the “currency 
principle ” — 

“ It is not enough, then, to enact that the Bank notes shall be 
convertible. The paper circulation must not only be convertible, 
but must vary in amount from time to time as a metallic circu- 
lation would vary. A system, therefore, of paper circulation is 
required, which will attain this object, and insure a constant and 
steady regulation of the issues on this principle. This, and this 
alone, affords a permanent security for the practical convertibility 
of the notes at all times, and fbr the consequent maintenance of 
the standard ” 

10. The bill was read a second time, after a feeble opposition, 
by a majority of 185 to 80. It passed through the Blouse of 
Lords with a very short debate, and no division. Lord Radnor 
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alone protested against it, and it received the Eoyal Assent on 
the 19th of July, 181:4: 

11 . The chief provisions of this Act are as follows (Statute 
1844, c, 82)— 

!• That, after the 81st August, 1844, the issue of Bank 
notes by the Bank of England should be kept wholly distinct 
from the general banking business, and be conducted by such a 
committee of the directors as the Court might appoint, under the 
name of the Issue Department of the Bank of England ” 

2. That, on the same day, the Governor and Company 
should transfer, appropriate, and set apart to the issue depart- 
ment securities to the value of £14,000,000, of which the debt 
due by the public to the Bank was to be a part ; and also so 
much of the gold coin and gold and silver bullion as should not 
be required for the banking department. The issue department 
was then to deliver over to the banking department an amount 
of notes exactly equal to the securities, coin, and bullion so 
deposited with them. The Bank was then forbidden to increase 
the amount of securities in the issue department ; but it might 
diminish them as much as it pleased, and increase them again to 
the limit defined, but no further. The banking department was 
forbidden to issue notes to any person whatever, except in 
exchange for other notes, or such as they received from the issue 
department in terms of the Act 

8. The proportion of silver bullion, in the issue department, 
on which notes were to be issued, was not at any time to exceed 
one-fourth part of the gold coin and bullion held at the time by 
the issue department 

4. All persons whatever, from the 31st August, 1844, were 
to be entitled to demand Bank notes in exchange for standard 
gold bullion, at the rate of £3 17$. dd. per ounce 

0 . If any banker who, on the 6th May, 1844, was issuing 
his own notes, should cease to do so, it should be lawful for the 
Crown, in Council, to authorise the Bank to increase the amount 
of securities in the issue department to any amount not exceeding 
two-thirds of the amount of notes withdrawn from circulation 
6. Weekly accounts in a specified form were to be trans- 
mitted to Government, and published in the next London Gazelt$ 
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7. From the same date the Bank was relieved from all stamp 
duty on their notes 

8. The annual sum payable by the Bank for their exclusive 
privileges should be increased from £120,000, as settled in 1833, 
to £180,000. And all profits derived by the Bank from the 
increase of their issues above the £14,000,000 as prescribed by 
the Act, shall go to the public 

9. After the passing of the Act, no person other than a 
banker who was lawfully issuing his own notes on the 6th May, 
1844, should issue Bank notes in any part of the United Kingdom 

10. After the passing of the Act, it was forbidden to any 
banker to drmo^ accept, make, or issue, in England or Wales, any 
hill of exchange, or promissory note, or engagement for the payment 
of money payable to hearer on dernand, or to hoi row, otve, or take 
up in England or Wales, any sim or sttms of money, on the hills 
or notes of such hanker, payable to hearer on demand, except such 
bankers as were on the 6th May, 1844, issuing their own Bank 
notes, who were allowed to continue their issues in such manner, 
and to such extent, as afterwards provided. The rights of any 
existing firm were not to be affected by the withdrawal, change, 
or addition of any partner, provided the whole number did not 
exceed six persons 

11. Any banker who ceased to issue his own notes from any 
reason whatever, after the Act, was not to resume such issues 

12. All existing banks of issue were forthwith to certify to 
the commissioners of stamps and taxes the place, and name, and 
firm at and under which they issued notes during the twelve 
weeks next preceding the 27th April, 1844. The commissioners 
were then to ascertain the average amount of each bank's issues, 
and it should be lawful for such banker to continue his issues to 
that amount, provided that on an average of four weeks they 
were not to exceed the average so ascertained 

18. If any two or more banks of issue had become united 
during that twelve weeks, the united bank might issue notes to 
the aggregate amount of each separate bank 

14. The commissioners were to issue in the London Gazatte 
a statement of the authorised issues of each bank 

15. If two or more banks afterwards become united, each of 
less than six partners, then the commissioners might authorise 
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them to issue notes to the amount of their separate issues. Bnt 
if the number of the united bank exceeded six, their privilege 
of issuing notes was to cease 

16. If any banker exceeded his authorised issue he was to 
forfeit the excess 

17. Every bank of issue was to send a weekly account of its 
issues, which was to be published in the London Gazette 

18. The mode of taking the average was laid down, and 
bankers were to permit their books of account to be inspected 
by a Government ojEcer properly appointed, and to make a return 
to Government once every year, within the first fortnight in 
January 

19. The Bank of England was allowed to compound with 
private banks of issue, to withdraw their own notes, and issue 
Bank of England notes, for a sum not exceeding one per cent, 
per annum, up to the 1st August, 1856 

20. All banks whatever in London, or within 65 miles of it, 
were allowed after the passing of the Act to draw, accept, or 
indorse bills of exchange not being payable to bearer on demand 

21. The privileges of the Bank were to continue till twelve 
months’ notice, to be given after the 1st August, 1855 ; and 
repayment of the public debts, and all other debts whatever 

12 . Such are the leading provisions of Sir Robert Peel’s 
Act, which was meant to carry out a particular theory of 
currency, which we have no hesitation in affirming is one of the 
most stupendous delusions on the subject that any one ever 
conceived. A theory as opposed as possible to the opinions of all 
the greatest authorities on the subject, during the great dis- 
cussions on the currency in 1804, 1811, and 1819, which we have 
already abundantly quoted in the former part of this volume. 
But the most remarkable circumstance is that the Act authorises 
the most flagrant violation of the principle it is intended to 
enforce; for the issuing of notes upon the public funds is the 
most vicious principle possible. It is the theory of John Law, 
which we shall more fully consider in a subsequent chapter. 
Indeed, so utterly blind was one of the most distinguished 
advocates of this theory to the true nature of monetary scieiute, 
that he boasted that, practically considered, fluctuations in the 
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rate of interest, and in the state of comtuercial credit, so far as 
they can result from alteration in the value of the currency, may, 
under the operation of the proposed system, be taken at nihil ”• 

15. The avowed object of the Act of 1844 was to take the 
regulation of the currency out of the hands, or even the power, 
ot the directors of the Bank of JBngland. The incorrigible 
mismanagement of that body had, in the opinion of everybody, 
aggravated every crisis. The authors of the Act of 1844 flattered 
themselves that for every five sovereigns that left the country a 
five-pound note must be withdrawn from circulation. Wa shall 
see hereafter how this expectation was fulfilled. In the meantime 
Sir Robert Peel himself and all the supporters of the Act gave 
out that it was the complement of the Act of 1810, though we 
confess we do not clearly see the meaning of the phrase. If, 
however, they mean to say that it was in the spirit of the Act 
of 1819, or of the 8tatesm*n.of that period, we wholly deny such 
to be the fact, and to suppose so only argues the most profound 
ignorance of the doctrines of the authors of the Act of 1819 

14. The issues of notes, then, of the Bank of England are 
founded upon two of the most fatal delusions that ever pre- 
vailed on the subject of the paper currency ; the one the theory 
of John Law and the other the “ Currency Principle,” which 
came into fashion about thirty years ago 

16. We have observed, in the last chapter, that, owing to 
the good harvests of 1842-43-44, the bullion in the Bank accumu- 
lated very rapidly during these years, and a very large quantity 
of money, which the nation must otherwise have spent in food, 
was set free for commercial purposes. Other circumstances 
occurred at the same time to liberate a large quantity of the 
capital of the country from its accustomed use, and to render it 
ai)plicable to commercial purposes, which have been very clearly 
and ably pointed out by Mr. James Wilson. He shews that the 
rapidity and certainty of conveyance reduces very greatly the 
amount of stock it is necessary at all times to keep on hand when 
communications are slow and uncertain. That the amount of 

* Col, Torrens* TooMe Jliet, of Tot, 282 . 
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goods in transit is mucli lai^er with a slow conveyance than a 
quick one. For example, when Manchester supplies London with 
manufactured goods — ^if it takes seven days by canal for those 
goods to reach London, it is clear that there must always be 
seven days’ consumption of goods on the way. If the same 
transit is accomplished by railway in one day, it is only necessary 
to have one day’s consumption on the way; and the capital 
employed in producing the other six days’ consumption is 
liberated, and may be employed in promoting other commercial 
operations. When we consider the enormous economy of capital 
required in the transaction of the same amount of business 
which was effected by the introduction of more rapid modes of 
communication, whether by railways or steamboats, we shall 
understand how greatly they increased the national resources. 
There can be no doubt that the economy of national capital 
effected by the extension of railways far exceeded the losses 
which occurred from unsuccessful speculation in them. Now, 
these operations were beginning to have their full effect in saving 
the national capital, simultaneously with the good harvests of 
184:2-48-44, and helped to swell the quantity of disposable capital 
to an unprecedented extent 

16. An attentive consideration of these circumstanoes is 
absolutely necessary, because they shew, if anything were 
necessary to shew it, the gigantic error committed by many 
writers, who think that the prices of goods must vary exactly 
with any increase or decrease of the amount of the currency, 
whereas there is no necessary relation between the two whatever. 
The particular methods of doing business have the most im- 
portant influence on the quantity of capital necessary to carry it 
on; and a clumsy or more ingenious method of transacting 
business may make the most important changes in the quantity 
of money necessary to circulate any given amount of com- 
modities without causing any alteration in the price of those 
commodities 

17. The Act of 1844 having placed an absolute limit upon 
the discretion of the Bank in issuing notes, Sir Robert Peel said 
that he thought that banking business could not be too free and 
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nnrestrained. The extraordinary accnmnlation of capital, arising 
from the circumstances we have just detailed, lowered the market 
rate of discount to If and 2^ on the best bills, and the Bank of 
England immediately conformed to the market rate on the 
passing of the Act, and reduced its rate from 4 per cent, to 2^ 
for the best bills. The day the Act came into operation, indeed, 
the whole of the discounts were done at If, and they continued 
at that rate for a fortnight, when some were done at 2 per cent. ; 
and up to the 26bh October a considerable portion was done 
at 2f. From this date, however, up to October, 1845, the rate 
was 2^. In November, 1845, the rate was suddenly raised to 8^, 
and continued at that figure till August, 184 C, when it was 
lowered to 3 per cent. These rates being governed by the flow 
of bullion, which diminished from 15^ millions when the Act 
of 1844 passed, to 13J millions in November, 1845; after which 
it increased again to above 16 millions in August, 1846, and then 
began steadily to decline till it reached its minimum in the great 
crisis of October, 1847 

18. The first failure of the potato crops in Ireland in 1845, 
and the railway mania of that year, must be too fresh in the 
recollection of most persons to need repetition here ; nor had they 
anything to do properly with the management of the Bank,w'hose 
sole proper duty was to look to its own affaire, and preserve its 
own stability. The calamity of 1846 was far more severe and 
extensive than that of the preceding year. It was absolutely 
certain that an immense quantity of bullion would require to be 
exported in payment of the grain it would be necessary to import. 
Accordingly, from the middle of September, 1846, a steady and 
continuous drain of bullion set in, hut the Bank made no 
alteration in the rate of discount until the ICth January, 1847, 
when the bullion had fallen to £13,949,000 it raised the rate of 
discount to 3|, and on the 28rd, the bullion having been further 
diminished by £500,000, it raised the rate to 4 per cent. Hence- 
forth the drain continued rapidly, but the Bank still continued to 
make no alteration until the 10th April, when its treasure being 
reduced to £9,867,000, the rate of discount was raised to 5 per 
cent. Here we have the same inveterate blunder committed by 
the Bank as on so many previou* occasions-^em immense drain 
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of bullion, and yet none but the most feeble, inefficient, and 
puerile means taken by the Bank to raise the Talue of money 
here. But the operation of the Bank at this time is an excellent 
example of the self-acting nature of the Act of 1844. We need 
only observe that the Banking Capital of the Bank of England is 
£14,000,000 of notes, based upon public securities, together with 
notes representing as much bullion as there is in the issue 
department. Consequently, the notes held in reserve must always 
be equal to the difference between the notes in circulation, or 
held by the public, and the sum of £14,000,000 added to the 
quantity of bullion. Now, we have seen that the intention of the 
framers of the Act of 1844 was that, as the bullion diminished, 
the notes in the hands of the public should be diminished, in con- 
formity with the “ currency principle.’^ Let us now see, 1st— 
How the Bank was inclined to act on the principle ; and, 2ndly— 
Supposing they were disinclined to do so, how far the Act, by its 
self-acting principles, compelled them to do so. The following 
figures speak for themselves — 



Bank Notes. 



1846. 

Held by tlie 
Public. 

Held in Reseive 
by the Bank 
of England. 

Total Amount 
oi Bullion. 

Minimum 
Jiatc of 
Diseoup' 
l^or 

August 29 .... 

..20,426,0^0.. 

.. 9,460,000.. 

..16,366,000.. 

8 

October 3 

..20,551,000.. 

.. 8,809,000.. 

..15,817,000.. 

• • II 

November 7.... 

..20,971,000.. 

.. 7,265,000.. 

..14,760,000.. 

• • i» 

December 19 . . 

..19,649,000.. 

.. 8,864,000.. 

..16,163,000.. 

• • >1 

1847. 





January 9 .... 

..20,837,000.. 

.. 6,715,000.. 

..14,308,000 . 

.. 8 

„ 16 .... 

..20,679,000.. 

6,546,000 . 

..13,949,000.. 

.. 3i 

„ 30 .... 

..20,469,000.. 

.. 5,704,000.. 

..12,902,000.. 

.. 4 

February 20 

.,19,482,000.. 

5,917,000.. 

..12,215,000.. 

• • „ 

Ma't'cb 6 ...... 

..19,279,000.. 

.. 5,715,000.. 

..11,596,000.. 

.. 4 

„ 20 

.,19.069,000.. 

.. 5,419,000.. 

..11,232,000.. 


April 3 

..19,855,000.. 

.. 3,700,000.. 

..10,240,000 . 

mm fj 

„ 10 

..20,243,000.. 

.. 2,558,000 , 

.. 0,867,000.. 

.. 5 


These figures show the utter futility of the idea that, as the 
bullion diminished, the Act could compel a reduction of notes in 
the hands of the public, for the notes in circulation were within 
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Bn insisnilicanfc trifle as large in amount when the bullion was 
onlj £9,867,000, as when it was £16,3(!G,000. Consequently, 
nothing could be a more total and complete failure of the Act 
of 1844, on the very first occasion its services were required 

19. Now, let us recall our readers’ attention to what Mr. S. 
J. Loyd had pointed out as the fatal defect of the Bank rule of 
1832, whicli w'e have given in § 77 of the preceding chapter. He 
said that under it the u'hole bullion in tlvo Bank might be drained 
out without any contraction in the circulation, and it was supposed 
tliat the Act of 1844 had especially provided against this defect. 
In fact, the whole theory of the framei's of the Act was, that for 
every five sovereigns which loft the country a £5 note should be 
withdrawn from circulation : and that if the directors failed to do 
so of their own accord, the “mechanical” action of the Act would 
compel them to do so. But what was the actual result ? The 
Bank had lost £7,000,000 of treasure, and its notes in circulation 
were only reduced by £200,000 ; the whole of tlie reduction had 
been thrown upon its own reserves. Hence the Bank Act was 
open to exactly the same charge as the Bank rule of 1882 1 

Mr. ?. T. Baring, ex-chancellor of the Exchequer, who main- 
tained that the Act had been successful on several points, allowed 
that it had completely failed on this point * — “ I find that the 
amount of bullion in the Bank ou September 12, 1846, 
was £16,854,000, and on April 17, 1847, it was reduced to 
£9,330,000, being a diminution of £7,024,000. Now, I take 
the same dates with respect to the circulation of notes, and I find 
that on September 12, 1840, the amount was £20,982,000, and 
on April 17, 1847, it was £21,228,000, being an increase of 

£246,000 I must say that I never entertained the 

idea that it would have been possible under the operation of this 

bill to have shewn such a set of figures I believe, 

if we look back we shall find that the oj>eralion of the dejmite and 
the qtieslion of the reterve was not sufficiently considered either by 
those who wore favourable or those who were opi>osed to the bill 
I cannot find in the evidence before the Committee of 1840 more 
than a few sentences leading me to suppose that danger a-riaing 

• Mansard. Marl. Debates, Vol. 9S,j>. 61B, 
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from such a cause was contemplated or referred to : yet this was 
a most important consideration, for it was iy the reserve the Bai^h 
was enabled to do what was contrary to the spirit of the bill — when 
gold was running oiit, not h reduce their circulation by a single 
pou7id, I do not think that the system works satisfactorily la 
this respect : and, in fact, the point did not receive anything like 
a sulficient consideration. Perhaps it was impossible before the 
bill was in practical operation to see how the reserve of notes 
would operate : but it certainly never entered into the contem- 
plation of any one then considering the subject that £7,000,000 
in gold should run offy and yet that the notes in the hands of the 
public would rather increase than diminish 

20 . The number of notes held in reserve in the Banking 
department, under the new system of 1844, corresponded in 
effect very much to the amount of the bullion held by the Bank 
before its division. When, therefore, the public saw that the 
whole banking resources of the Bank were reduced to £2,558,000, 
a complete panic seized both the public and the directors. The 
latter adopted measures of the most unprecedented severity to 
check the demand for notes. The rate was not only raised to 
5 per cent., but this was only applicable to bills having only a 
few days to run, and a limit was placed upon the amount of bills 
discounted, however good they might be. Merchants who had 
received loans were called upon to repay them without being 
permitted to renew them. During some days it was impossible 
to get bills discounted at all. These measures were effectual in 
stopping the efBlux of bullion, and a sum of £100,000 in 
sovereigns, which had been actually shipped for America, was 
re-landed. During this period the rate of discount for the best 
bills rose to 9, 10, and 12 per cent. During all this time the 
price of wheat continued steadily to rise, notwithstanding the 
monetary pressure, and at the close of May the price on one 
occasion reached IBl^. in Windsor market. The foreign ex- 
changes, which had been adverse to the country during the latter 
part of 1846 and the beginning of 1847, from the immense 
quantity of foreign corn which was imported, became favourable 
in the middle of April, partly owing to the great monetary 
pressure 
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21. The pressure passed off after the first week in May, 
having lasted about three weeks, and bullion began to flow in 
after the 24th of April, until, at the end of June, it amounted to 
£10,526,000, the notes in circulation being £18,051,000, and the 
notes in reserve £5,625,000 

22. The conduct of the Bank, in keeping down the rate of 
discount when a rapid drain w'as going on, and the foreign 
exchanges were unfavourable, was the exact counterpart of what 
it had done on so many previous occasions, and excited much 
comment and adverse criticism by the whole commercial com- 
munity of London. The market rate rose decidedly above it, so 
that a rush for discounts was made to the Bank, which were no 
sooner granted than the gold was immediately drawn out 

23. On the 27th of May the Chancellor of the Exchequer 
brought the subject of the monetary pressure before the House, 
and stated that he had numerous deputations to him resiiecting 
a suspension of the Act of 1844, which the Government were not 
prepared to adopt. However, be meant to assist the Bank so far 
as to dispense with the aid the Government usually had from the 
Bank at Quarter day. With this view he intended to raise the 
interest on Exchequer bills, which were then at a greater 
depreciation than any other species of Government security, to 
Zd. per day. On the 10th he brought in a resolution to allow all 
persons who had subscribed to the eight million Irish loan a 
discount of 5 per cent, on any instalment paid in before the 18th 
of June, and 4 per cent, if paid in before the 10th of September 

24. The enormously high price of grain, which had no 
parallel since 1812, had the natural effect of tempting a great 
number of houses to enter into speculations for the import of 
grain, far beyond their power to support. The enormous im- 
poitations in May, June, and July, coupled with the very 
favourable appearance of the harvest, caused a heavy and con- 
tinuous fall in the price of grain, and the reports of the potato 
crop being favourable, the price of wheat fell to 49s. 6d. in 
September. But the tremendous fall in the price of wheat had 
been attended with rain to the houses which had spiculated In it. 
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Moreover, that hideous nuisance which always flourishes with 
noxious luxuriance in times of speculation — accommodation 
paper — was extensively prevalent. The failures in the corn 
trade began in August, which engendered a great discredit in 
that and other branches of commerce. On the 7th of August 
the minimum rate of discount was raised to 6-|, but this only 
referred to very short-dated paper, as the greater part of the 
paper discounted was charged at much higher rates, even up to 
7 per cent., which were maintained up to the 9th October 

26. On the 9th August the first of the frightful catalogue 
of failures began. Leslie, Alexander and Co. stopped payment, 
with liabilities amounting to £500,000. On Wednesday, the 
11th, Coventry and Sheppard stopped for £200,000, and King, 
Melville and Co. also for £200,000, and several other minor firms 
made the total failures in the first week amount to £1,200,000. 
In the next week Giles & Co. failed for £100,000, and the total 
in the second week was £300,000. In the following week 
Robinson and Co. failed for £110,000, the senior partner of 
which firm was the Governor of the Bank of England. In three 
weeks the failures were £8,027,000. Week after week followed, 
each one increasing in severity, until at last the total exceeded 
£15,000,000. In the middle of September Saunderson and Co., 
the eminent bill brokers, stopped payment, being much involved 
with the great houses in the corn trade. The exchanges, which 
had been brought to par in April by the monetary pressum in 
that month, were, in consequence of the increasing severity of the 
crisis, become decidedly favourable, and on the 25th of September 
bullion began to flow in. During the whole of September the 
commercial calamities were falling fast and thick 

26. Almost all the firms connected with the Mauritius, such 
as Reid, Irving & Co., failed, principally from having their funds 
locked up in sugar plantations. This was accompanied by 
immense failures in the India trade ; the credit commonly given 
in that trade being of unusual length, which affords dangerous 
facilities for stretcliing it to too great a length. The railway 
works which had been sanctioned in the session of 1845-46, were 
now in full operation, causing an immense demand for ready 
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money. Almosb every tradesman in the kingdom, from Land’s 
End to John O’Groats, was deep in railway speculations. The 
extravagant delirium of prosperity in 1845-46 had caused great 
numbers of them, not only to live far beyond their means them- 
selves, but to trust their customers beyond all the bounds of 
ordinary credit. 170 have heard it said that in numberless 
instances their bills for goods furnished in 1845 were unpaid in 
1847. There can be no doubt whatever but that commercial 
credit of all sorts and descriptions, among all classes of traders, 
was in probably a more unhealthy state than it had ever been 
before, and that an unprecedentedly large portion of the com- 
munity were entangled in obligations, of which there was no 
prospect of their ever working themselves free. Sharp and 
severe, therefore, as the remedy was, it unquestionably was the 
very best thing that could happen, that this unhealthy super- 
structure should be cleared away, and that commerce should bo 
reconstructed upon an improved and renovated basis. The 
extreme pressure may be considered to have begun on the 23rd 
of September, when the Bank adopted more stringent measures 
ibr cmtailing the demand upon its resources. Ever since the 
2()th of Juno the diminution of bullion had been going on 
rapidly; on the 2nd of October it was reduced to £8,565,000, 
the notes in circulation being £18,712,000, and the reserve 
£3,409,000. This rapid diminution of their resources shewed 
the directors that the time had come when they must think of 
their own safety; and on that day they gave notice that the 
minimum rate on all bills falling due before the 15th of October 
would be 5|; and they refused altogether to make advances 
on stock or E.xohcquer bills. This last announcement created 
a great excitement on the Stock Exchange. The town and 
country bankers hastened to sell their public securities, to 
convert them into money. The difference between the price 
of consols for ready money and for the account of the 14th of 
October shewed a rate of interest equivalent to 50 per cent, per 
annum. Exchequer bills were sold at 35s. discount. Everything 
became worse and worse day by day. On the 16th of October 
the Bank rates of discount varied from 5^ to 9 per cent. At 
this time the bullion was £8,481,000 ; the notes in circulation, 
£19,359,000 ; and in reserve, £2,630,000. The following week, 
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from Monday, the 18th, to Saturday, the 23rd, was the great 
crisis. On that Monday the Koyal Bank of Liverpool, with a 
paid up capital of £800,000, stopped payment, which caused the 
funds# to fall 2 per cent. This was followed by the stoppage 
of the North and South Wales Bank, also of Liverpool, the 
Liverpool Banking Company, the Union Bank of Newcastle, 
heavy runs on the other banks of the district, and other bank 
failures at Manchester, and in the West of England, As the 
whole of the commercial world knew that the resources of the 
Banking department were being rapidly exhausted, a complete 
panic seized them. A complete cessation of private discounts 
followed. No one would part with the money or notes in his 
possession. The most exorbitant sums were offered to and refused 
by merchants for their acceptances 

27 . The continued and ever-increasing severity of the crisis 
caused deputation after deputation to be sent to the Government, 
to obtain a relaxation of the Act, and on Saturday, the 23rd of 
October, the final determination of the Ministry to authorise the 
Bank to issue notes beyond the limits prescribed by the Act was 
taken and communicated to the Bank, who immediately acted 
upon it, and discounted freely at 9 per cent. The letter itself 
was not actually sent till Monday, the 25th. It stated that the 
Government had expected that the pressure which had existed 
for some weeks would have passed away like tlie one in April 
had done, by the operation of natural causes ; that, being disap- 
pointed in this hope, they had come to the conclusion that the 
time had come when they ought to attempt, by some extra- 
ordinary and temporary measure, to restore confidence to the 
mercantile community. That for this purpose they recommended 
the directors of the Bank of England, in the emergency, to 
enlarge the amount of their discounts and advances upon ap- 
proved security; hut that, in order to restrain this operation 
within reasonable limits, a high rate of interest should be 
charged, which, under the circumstances, should not, they 
thought, be less than 8 per cent. That if such a course should 
lead to any infringement of the law, they would be prepared to 
propose to Parliament, on its meeting, a Bill of Indemnity. This 
letter was made public about 1 o’clock on Monday, the 25th, and 
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no sooner was ifc done so than the panic Tanished like a dream ! 
Mr. Gurney stated that it produced its effect in ten minutes I 
No sooner was it known that notes might be had, than the want 
of them ceased ! Not only did no infringement of the Act take 
place, but the whole issue of notes, in consequence of this letter, 
was only 400,000 ; so that, while at one moment the whole credit 
of Great Britain was in imminent danger of total destruction, 
within one hour it was saved by the issue of £400,000 

28.. The extraordinary and disastrous state of public credit 
at this period may be judged of by the aid afforded by the Bank 
of England to different establishments, from the 15th of Sep- 
tember to the 15th of November, as follows — 

1. It advanced £150,000 to a large firm in London, who 
were under liabilities to the extent of several millions, on the 
security of debentures of the Governor and Company of the 
Copper Miners of England, which prevented them stopping 
payment 

2. It advanced £50,000 to a country banker, on the security 
of real property 

8. It advanced £120,000 to the Governor and Company of 
the Copper Miners, which prevented them stopping payment 

4. It advanced £800,000 to the Eoyal Bank of Liverpool, 
on the security of bills of exchange, over and above their usual 
discounts ; but this was inadequate, and the bank, having no 
further security to offer, stopped payment 

5. It advanced £100,000 to another joint stock bank in the 
country 

6. It advanced £180,000 on real property, to a large mer- 
cantile house in London 

7. It advanced £50,000 to another mercantile house, on the 
security of approved names 

8. It advanced £50,000, on bills of exchange, to a joint 
stock bank of issue, which soon after stopped payment 

9. It advanced £15,000, on real property, to another mer- 
cantile house in London 

10. It saved a large establishment in Liverpool from failing, 
by forbearing to enforce payment of £100,000 of their accept- 
ances falling due 
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11. It assisted another very large Joint stock bank in the 
country, by an advance of £800,000 beyond its usual discount 
limit 

12. It advanced £100,000 to a country banker, on real 
security 

13. It advanced to a Scotch bank £200,000, on the security 
of local bills, and £60,000 on London bills 

14. It assisted another Scotch bank, by discounting £100,000 
of local and London bills 

15. It advanced £100,000 to a large mercantile house in 
London, on approved personal security 

16. It assisted a large house in Manchester to resume pay- 
ment, by an advance of £40,000 on approved personal security 

17. It advanced £30,000 to a country bank on real property 

18. It assisted many other houses, both in town and country, 
by advances of smaller sums on securities not usually admitted ; 
and it did not reject, in London, any one bill offered for discount, 
except on the ground of insufficient security 

The far larger portion of this assistance was given before the 
23rd of October 

29. A general election had taken place in the autumn of 
1847, and the Ministry, having taken upon themselves the 
responsibility of authorising the Bank of England to violate the 
Act of 1844, lost no time in calling a meeting of the new 
Parliament. It met on the 18th of November, and, after a few 
preliminary days were occupied in swearing in the members, the 
speech from the throne was delivered on the 23rd, The first 
paragraphs stated, as a reason for calling them together, that the 
embarrassments of trade were so alarming that the Queen bad 
authorised the Ministry to recommend to the Bank of England 
a course which might have led to an infringement of the law. 
Happily, however, the power given to infringe the law, if 
necessary, had allayed the panic 

30. On the 30th of November, the Chancellor of the Ex- 
chequer moved for a Committee to iuquire into the causes of the 
recent commercial distress, and how far it had been affected by 
the Act of 1844. He spoke of the panic in the spring. He 
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Paid that he had seen no reason to change the opinion he had 
then expressed, that it was mainly owing to the imprudence of 
the Bank, which, having full warning of the various demands it 
would have upon it, was too tardy in raising the rate of discount, 
and had lent out, over the period when the dividends became 
payable, the money they had provided for that purpose ; so that 
they were not in possession of adequate funds when they were 
required. The low state of their reserve then excited conster- 
nation. The Bank then took the severe step of reducing the 
amount of discounts ; they pulled up as suddenly as they had 
unwisely let out their reserve before. With respect to the panic 
of October, he said that the severe pressure in the Money Market 
had abated when the bank failures in Liverpool and die North of 
England took place, which renewed the alarm. After describing 
the great pressure on the banks in the country ho said — 

“The Bank of England wore pressed directly for assistance 
from all parts of the country, and indirectly through the London 
bankers, who were called upon to support their country corres- 
pondents. The country banks required a large amount of notes, 
to render them secure against possible demands ; not so much for 
payment of their notes as of their deposits. Houses in London 
were applying constantly to the Bank for aid. Two bill brokers 
had stopped and the operations of two others were nearly 
paralysed. The whole demand for discount was thrown upon the 
liands of the Bank of England. Notwithstanding this, as I before 
said, the Bank never refused a bill, which it would have dis- 
counted at another time, but still the large mass of bills which, under 
ordinary circumstances, are discounted by bill brokers, could not 
be negociated. During this iwriod, we were daily, I may say 
hourly, in poaso&sion of the state of the Bank. The Governor 
and Deputy-Governor at last said they could no longer continue 
their advances, to support the various parties who applied to them ; 
that they could save themselves, that is, they could comply with 
the law; but that they could not do so without pressing more 
stringently on the commercial world. At this crisis, a feeling a.s 
to the necessity of the interposition of Government appeared to 
be generally entertained ; and those conversant with commercial 
affairs, and least likely to decide in favour of the course we 
ultimately adopted, unanimously expressed an opinion, that if 
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Home measure were not taken by the Government to arrest the 
evil, the most disastrous consequences must inevitably ensue. 
Evidence was laid before the Government, which proved not only 
the existence of severe pressure from the causes I have stated, 
but also that it was aggravated in a very great degree by the 
hoarding on the part of many persons, of gold and Bank notes, to 
a very large extent, in consequence of which an amount of 
circulation, which under ordinary circumstances, would have been 
adequate, became insufficient for the wants of the community. It 
was difldcult to establish this beforehand, but the best proof of 
the fact is in what occurred after we interfered. As soon as the 
letter of the 25th October appeared, and the panic ceased, 
thousands and tens of thousands of pounds were taken from the 
hoards, some from boxes deposited with bankers, although the 
parties would not leave the notes in their bankers’ hands. Large 
parcels of notes were returned to the Bank of England cut into 
halves, as they had been sent down into the country ; and so small 
was the real demand for an additional quantity of notes, that the 
whole amount taken from the Bank, when the unlimited power of 
issue was given was under £400,000. The restoration of con- 
fidence released notes from their hoards, and no more was 
wanted, for this trifling quantity of additional notes is hardly 
worth notice. . . . Parties of every description made 

application to us, with the observation, ‘ We do not want notes, 
but give us confidence.’ They said ^We have notes enough, 
but we have not confidence to use them ; say you will stand by 
us, and we shall have all we want ; do anything in short that 
will give us confidence. If we think that we can get Bank notes, 
we shall not want them. Charge any rate of interest you please, 
ask what you like — (Mr. Spooner^ No I no I) I beg pardon of 
the honourable gentleman, but I may be permitted to know what 
was actually said to me. I say, that what I have stated, was 
the tenor of the applications made to me. Parties said to me, 
* Let us have notes, charge 10 — 12 per cent, for them ; wo don’t 
care what the rate of interest is. We don’t mean, indeed, to 
take the notes, because we shall not want them ; only tell us tliat 
we can get them, and this will at once restore confidence.’ We 
have been asked what was the change of circumstances which 
induced us to act on Saturday when we declined acting a day or 
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two before. I reply, that the accounts w’hich we received on 
Thursday, Friday, and Saturday, were of a totally different 
description from those which had been previously brought us. It 
was on Saturday and not before, that this conviction was forced 
upon us, and it was not till then that we felt it necessary to 
sanction a violation of the law ” 

The persons applying generally said that it was neoessaiy to 
place a limit on the amount to be authorised, which they pro- 
posed should be £2,000,000 or £8,000,000, but the Government 
thought that the limit should be placed on the rate of interest, 
and, accordingly, this was the method adopted 

81 . Sir Eobert Peel felt particularly called upon to come 
forward and defend the Act of 1844. After defending himself 
from some minor charges, he protested against singling out 
individual members of Parliament, and making them responsible 
for the acts of the whole Legislature. He said that some persona 
alleged that the Act of 1844 had been passed without due inquiry, 
but he recounted the committees that had sat for five years, and 
had asked, on the whole, upwards of 14,000 questions — questions 
and answers without end, but with no practical result firom those 
apparently interminable investigations. The last committee had 
closed its labours without any practical results. At last, the 
Ministers determined to bring forward a measure on their own 
responsibility, which had been carried by extraordinary majorities; 
but, nevertheless, if it could be shewn that the Act of 1844 could 
be amended that it ought to be done 

“ There has been some misrepresentation respecting the objects 
of this Act. I do not deny that one of the objects contempkted 
by the Act was the prevention of the convulsions that had here- 
tofore occurred in consequence of the neglect of the Bank of 
England to take early precautions against the withdrawal of its 
treasure. I did hope that, although there was no imperative 
obligation on the Bank of England to take those precautions, that 
the experience of 1825, 18.8G and 1889, would have induced that 
establishment to conform to principles which the directors of the 
Bank acknowledged to be just, and which they had more than 
once professed to adopt for their own regulation. Sir, I am bound 
to say, that in that hope, that in that object of the Bill, I have 
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been disappointed. I am bound to admit, seein|j the extent of 
commercial depression which has prevailed, and the nnmlier of 
houses which have been swept away, some of which however, I 
think, were insolvent long before the Bill came into oiwration, 
and others of which became insolvent in consequence of tho 
failure of those who were connected with them, and were im- 
prudent in their speculations, I am bound to admit that that 
pmqmse of the Bill of 1844, which sought to impress, if not 
a legal at least a moral obligation on the Bank, to prevent tho 
necessity for measures of extreme stringency by timely precau- 
tions, had not been fulfilled. Sir, I must contend, that it was in 
the power of the Bank, if not to prevent all the evils that hare 
arisen, at least, greatly to diminish their force. If the Bank had 
possessed the resolution to meet the coming danger by a con- 
traction of its issues, by raising the rate of discount, by refusing 
much of the accommodation which they granted between tho 
years 1844 and 1846— if they had been firm and determined in 
the adoption of those precautions, the necessity for extrinsic 
interference might have been prevented ; it might not then have 
been necessary for the Government bo authorise a violation of the 
Act of 1814. . . . The bill of 1814 had a triple objp<‘t. 
Its first object was that in which I admit it has failed, namely, 
to prevent, by early and gradual, severe and sudden contraction, 
and the panic and confusion inseparable from it. But the bill 
had at least two other objects of at least equal importance— tho 
one to maintain and guarantee the convertibility of the pap'r 
currency into gold ; the other to prevent the difficulties which 
arise at all times from undue speculation being aggravated by the 
abuse of paper credit in the form of promissory notes. In these 
two objects my belief is that the bill has completely succeeded. 
My belief is that you have had a guarantee for tho maintenance 
of the principle of convertibility such as yon never had before ; 
my belief also is, that, whatever difficulties you are now suffering 
from a combination of various causes, those difficulties would 
have beeu greatly aggravated if you had not wisely taken the 
precaution of checking the unlimited issues of the nott‘8 of the 
Bank of England, of joint stock banks, and private banks *' 


82. Sir Eobert Peel then entered into a most able de- 
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scriptioii of the true evils the country was sufforing umier, whit*h 
arose from the cuonniuis destruction of capital by the di‘arlh of 
food, and the unusual absorption of capital in one channel 
of commerce, the construction of railroads, which were not yet 
remunerative. lie shewed the absurdity of expecting to have 
cheap money while capital was scarce. The whole of his remarks 
arc so admirable that we regret that their length prevents us 
from giving them entiic. Ho cordially approved of the course 
the Government had taken in not issuing the letter sooner than 
they did, and in doing it when they did. The true remedy ft>r 
the state of things under which the country was sntrering was 
individual exertion, the lirailatioii of engagements, the ccssutitm 
of all demands which could be po«^tponcd; an earlier issue of the 
letter would liave relaxed these necessary exeitions. But to tliat 
pressure a panii‘. succeeded, which could not be provided against 
or foreseen by legislation, which could not be reasoned with, and 
which could only In* met by a discretionary assumption of power 
by the Government suitable to the emergency. Whether any 
modification of the Act of 1844 was desirable, was a question 
for future consideration. His own opinion was in favour of 
the maintenance of the great principles of that measure. If 
tlic identical restrictions wei*e not imposed upon the Bank as 
were then in force, still there must be some restrictions ; for, 
after the exiiericnco of 1825, 183(5, and 1830, he, for one, would 
not be content to leave the regulation of the monetary concerns 
of this country to the uncontrolled discretion of the Bank. In 
1814, the general conviction was that it ought not to l>e so left, 
and lie, for one, know no better mode of imposing restriction 
than that wlnf‘,h was devisiMl by the A(*,t of 1844. Fully 
agix'eing with Sir Robert Peel on the necessity for a restriction, 
we think that the restriction devised by the Act of 1844 is 
not the true onc^, and that it leaves open the door to the Bank 
f\)T the nmst fatal mismanagement. We shall endeavour to shew, 
in a future chapter, that one may be devised which must be 
effectual 

33. The Committee appointed by eacdi House began to sit 
in February, 1818. The Governor, Mr. Morris, and the Heputy- 

N ‘ 
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Oovornor, Mr. Prescott, were examined at great length bofom 
each Comxuittcc, and expressed their unqimliticd approbation of 
the Act of 1844, and the manner it had worked. The object of 
the Act was to place the circulation of this countfry exactly in the 
same position as it would have been if the currency had been 
entirely metallic 

Your opinion is, then, that with regard both to the con- 
tnuiion of the eurrem^y and the expansion of the enrrenoy, 
they would both ha\o taken place precisely in the same 
mode, and to the same degree, had the currency k'en purt^Iy 
luetullic?” 

Mr. Morris — Yea, I have not the slightest doubt upon the 
subject ” 

They said that its object was to secure the convertibility of 
the note, which it had effectually done. That the Bank act(‘d 
erroneously in the spring of 1847 in nob raising their rate of 
discount sooner, which much contributed to the monetary pres- 
Kiuv in April, They said that the (Jovernment letter of the 25111 
October w’as not sought for by them, nor issued in any way at 
tluir instance, tlial tluy had no fear whatever for the Bank, and 
that it wi\a not required to maintain the solvency of the Bank; 
but, nevertheless, it had the best effe<^ts in allaying the com- 
mercial pimic. That tiie panic would inevitably have oc<nnTt‘d 
even without the Act of 1814, but that Act brought it on soomu*, 
and probably made it less severe. That the great merit of the 
Act was, that when the pressure did come, the Bank Vfm in 
possession of £8,000,000 of treasure ; that if the Bank had been 
l(4t free it would probably have followed the course of dangerous 
liberality which it had done on so many previous occivsions. 
That, though tlio (lovernmenfc letter did relieve the pani<^, 
it would pn^bably have ptissed away without it, Th (7 ear- 
nestly depreciitcd any alteration of the Act, <^xcept that ilu‘y 
thought the permission to issue notes upon silver bullion too 
limited 


34, Mr. S. Gurney agreed in blaming tlu^ management of 
the Batik during the tirst three mouths of iHl7, and suhl, timt if 
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the Bank had commenced restrictive measures much earlier, the 
pressure of April would have been mifeigaled. He said, that in 
October the rapid diminution of the reserve caused a very general 
distrust among the public as to how they wore to obtain cir- 
culating medium. The wealthy and more pow'orful took care 
very largely to over-provide themselves, infinitely beyond the 
necessities of the case. The consequence was, that the notes in 
the hands of the public amounted to nearly £21,000,000, of 
which, he had no doubt tliat four or five millions were locked up 
and inoperative, in consequence of the alarm and fear of not 
being able to get Bank notes at all. In illustrati<m of this, ho 
said that his own house was largely called upon for money on 
Saturday, the 2;lrd, not from distrust of the house, but from 
doubt that Bank n<»tes were to l>e had at all. They applied to 
the Bank for discount to a largo amount, which was agreed to, 
but they wore told the rate must be ten per cent. ; upon remon- 
strating with the (Jovernor, and saying that it would have the 
worst effect if it became known that their house was paying ten 
per cent, for money, the rate was finally agreed upon at nine per 
cent. At this rate they took £200,000. On Monday, the 25th, 
however, the demand was again very heavy, and they applied for 
£200,000 more. It was a case of difficulty with the Bank under 
its reduced reserve and the limitation of the Act, and a final 
decision was postponed till two o’clock. At one <^’clock, however, 
the letter from the Govoniment was announct‘d, authorising the 
relaxation. Its effe^jt was immediate. Those wlio had sent notice 
for their money in the morning sent \vord that they did not waxit 
it, and that they had only ordered payment by way of pi*e- 
caution. Aftt^r the notice, they only required £100,000 instead 
of £200,000, the alarm passed off, and by the end of the week 
they had to tisk the Ihink, as a favour, to be allowed to repay the 
money they had taken. Mr. Gurney stated, that the experience 
of the last two years had altered his opinion resiyecting the Act, 
and that he thought it necessary them sliould be a relaxing 
power somewhere 

36. Lord Overstono was of opini(m that the Act of 1844 
had no effect whatever in aggravating the pressure in April 5 that 

H 2 
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the course pursued by the Bank from January to April was ex- 
tremely erroneous and detrimental to the public intei'cst, and was 
only stopped by the positive provisions of the Act ; and, if that 
system of procedure hud not been so stopped, it must have ended 
in the most disastrous consequences 

36- Mr. Georj»e Carr Glynn had been of opinion b(‘foro the 
Act passed that the division of the Bank into the issue and 
banking departments was a desirable cxjieriment, but after the 
experience of the preceding year, considered that it had decidedly 
failed 


37 . The Committee of the Commons presented their Report 
on the 8th June, 1848. It entered into no philosophical examina- 
tion of the correctness, or the contrary, of the opinions of the 
witnesses ; it aspired to and attained to no higher function than 
acting as a kind of preface to the mass of evidence, but concluded 
by stating the opinion of the Committee that it was not expe- 
dient to make any alteration in the Act of 1844. The Report 
of the Committee of the Lords was presented in July, and was 
a much more elaborate production. It not only examined the 
evidence at considerable length, but pronounced an opinion of 
its own, and recommended that the Act should be so far aimmdwl 
as to introduce a discretionary relaxing power, which was only 
to be exercised during the existence of a favourable foreign 
exchange 

38 . On the 22nd of August Mr. Herries moved that the 
House would, early next Session, take the Report into considera- 
tion, which motion was negatived. In the next Session ho 
made another attempt to induce Parliament to alter the Act, but 
without avail 

39 . After the severe medicine the body commercial had 
been subjected to by the great crisis of 1847, which there can 
1)0 little doubt was of great service, by removing house's that had 
been insolvent for yearn, the commerce of the country was cstab- 
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lislied on a «oniuler basis, and bad gom on, generally speaking, 
with great prosperity, up to the autumn of 1857. The chances 
of war led to a great demand for shipping, and, of course, much 
speculative dealing in that property. This occurred especially at 
Liverpool, in the autumn of 1854, and led to some very extensive 
failures. The revelations which ensued from these failures dis- 
closed that the same inveterate and abominable practices of 
accommodation pai>er were again rampant. Fictitious bills to an 
enormous amount wore fabricated among jHirsons who were in 
the same si>ecics of business, and were negotiated all over the 
kingdom. Other parties resorted to practices even more dis- 
graceful still, if possible. These great failures, which are too 
well known to roipiire naming here, gave credit a very serious 
shock; in addition to \vhich, a considerable number of persons 
who were engaged in extravagant over-trading in Australia, 
suffered severe losses. Tliere is nothing to call for special remark 
except that a great drain of bullion bc^gan from the Bank of Eng- 
land at the end of June, and continued mpidly and steadily 
till the middle of October. On the 23rd June it stood at 
£18,10i),00(), including the coin and bullion in both departments; 
and by the 13th of October it was reduced to £11,752,300. The 
causes of this great outflow are not sufficiently ascertained for us 
to reason upon them with accuracy. Some attributed it to the 
purchases of corn which the high price of wheat here caused to 
be made for importation— some to operations of the Bank of 
France. Time will probably furnish us with more satisfactory and 
accurate information. What the causes were is of comparatively 
slight moment. We arc happy to say that the Bank of England 
acted, in tliis case, with a promptitude and decision most 
favourably contrasted w'lth its former errors. The rate of dis- 
count was rapidly raised, to enhance the value of money. On 
no former occiasion had the rise been so frequent and ex- 
tensive in so short a time ; but the effect produced was most 
salutary 
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40. The following table, taken at intervals, shows the bullion 
in the Bank, and the rate of discount — 


1855. 

Bullion m tlie Issue 
department. 

Bate of discount. 

January 4 ... 

£ 

... 13,180,835... 

*..5 per cent. 

„ 20 ... 

.. 11,880,500... 


February 22 ... 

... 12,313,230... 


March 22 ... 

... 18,479,975... 


April 12 ... 

... 14,892,500... 

... 4^ per cent. 

May 8 ... 

... 14,791,785 ... 

... 4 per cent. 

„ 17 ... 

... 15,886,510... 


„ 81 ... 

... 16,837,685... 


June 14 ... 

... 17,056,945... 

... 3^ per cent. 

„ 28 ... 

... 17,429,435... 


July 19 ... 

... 16,631,890... 

• • • 

August 9 ... 

... 15,601,590... 


September 6 ... 

... 14,368,010 ... 

... 4 per cent. 

„ 13 ... 

... 18,668,005... 

... 4^ per cent. 

„ 27 ... 

... 12,695,250 ... 

... 5 "per cent. 

October 4 ... 

... 12,308,255... 

... 5^ per cent. 

„ 18 ... 

... 11,205,855... 

... 6 per cent, for bills 
not longer tlian 
60 days. 

November 8 ... 

... 10,741,820... 

... 7 per cent, for bills 
not longer than 
95 days. 

December 6 ... 

... 10,580,570... 

• •• y} 

,, 27 ... 

... 10,869,595 ... 

... „ 


For several preceding weeks the Economist reported the Money 
Market to be as tight as it could well be. But on the 20th of 
December it said — 

“ The Money Market continues as stringent as it can well bo, 
and no bills can be discounted under the Bank rates. Paper at 
long dates cannot be discounted on any terms. The groat extent 
of our trade, as indicated by the returns for November, confirms 
the suspicion awakened by the continued demand for money, tMl 
trade has received no serious chech from the advance in the rate 
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of and is still more extensive tlian prudence warrants, or 

in the end will be justified ” 

41. This most judicious conduct on the part of tlie Bank, 
which merited nothing but the most unqualilied commendation, 
excited a great clatter amongst a an'tain numkT of pet*plo who 
think that money is to be created ad libitum by writing ** im>- 
mises to pay’* on bits of paper, when tluTC is no money to pay 
them with, and who think it possible to send one’s monty ubnuul 
and also to have it at home. The papers were filled for weeks 
with letters and articles exhibiting all the rank follies which ^verii 
once prevalent on the subject of the price of corn, and which 
have been so admirably exposed by Adam ^^mith. But in this 
respect a most marked and hoaltby t‘hangt‘ has been of lalt' u*ars 
most manifest in the majority of puldic writers. The grrat 
majority now understand that the rate of dist'ount is tht‘ true 
regulating pow’t‘r of the paper currency, and, inst(‘ad of assailing 
the Bank with howls and execration wluui it does its duly in 
raising its rate, they, with a few exceptions, now nnivorsally 
commend it. This is great, real, and sound progress in the 
spread of true Economic science 

42. At the end of this year the Queen exercised the power 
reserved in the Act of 1844, to enable the Bank of England to 
extend its issues to not more than two-thirds of the anmunt of 
those of any banks of issue that might c<‘ase to issue notes. 
From the passing of the Act up to this period forty-seven bunks, 
whose authorised issues amounted to £712,C2;1, ceased to issue 
their own notes, and, on the i;Jth I)ceeml)cr, 1855, the Queen in 
Council issued an order authorising the Bank of England to 
increase its issues to the amount of £475,000 niX)u public 
securities. But this is not the bond fide increiute to the issuing 
power of the Bank. For in the year 1854 tlu^ Clearing House 
was organised on a better plan, and whereas before that an 
average amount of £200,000 of bank notes wuis re<inir(*d to 
adjust its transac^tions, by the new system these were totally 
dispensed with, and no notes at all arc now required. Moreover, 
by the admission of the joint stock banks to the Clearing House, 
they are saved from keeping an enormous amount of notes to 
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moeb the “ hankers’ charges,” which may safely he calculated at 
£r)00,000. These notes, therefore, are now available to the Bank 
to use for commercial purposes, and, consequently, are to bo 
considered as so much additional power of issue to the Bank, 
which has thus in reality acquired an inoroasod power of issue to 
the amount of £1,175,000 since the Act of 1844. Up to 
February, 1857, seven other hanks, whose aggregate issues 
amoinited to £111,020, have ceased to issue notes, hut no farther 
p.)\^er was granted to the Bank to extend its issues until 18GC 

43. For several months after the beginning of 1850 the 
Money Market continued in a state of great " tightness,” and the 
bullion in the .Bank scarcely varied. The lowest was on the 
20th April, when it stood at £9,081,675 ; after that it gradually 
rose, and the rate of discount fell in summer to about 4^ to 4^, 
but in October the bullion fell very considembly again, and 
discount rose to 7 and 8 per cent., and a pre.ssure followed of 
about the same severity as in 1855, and continued with very 
little variation to the end of the year 

Tim Crisis of 1857 

44. The crisis we have just been considering was the in- 
evitable termination of a multiplicity of derangements of the 
proper course of commerce. No one conversant with commercial 
history could fail to foresee that the entanglements of so large a 
portion of the public with railway speculations, and the losses 
caused by the failure of the harvest must produce a crisis. We 
have seen that this crisis gave a fatal blow to the prestige of the 
Bank Act of 1844, which was enacted in express contradiction 
to the opinions of the most experienced authorities of former 
times, whom it professed to follow. They had always protested 
against imposing a numerical limit on the issues of the Bank. 
The experience of the crisis of 1847, amply confirming that of 
1793, 1797, and 1825, shewed that such rostriotions cannot be 
maintained in the paroxysm of a great crisis without endangering 
the existence of the whole mass of commercial credit 

The crisis we are now going to describe was of a very different 
natui'c. It burat upon the world in the most unexpected manner. 
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Ifc gave no premonitory symptoms whiuli were apparent to any 
but very watchful and experienced eyes j and, when it did come, 
it revealed a depth of rottenness in the annmercial world alii<'h 
appalled every one, and proved to be of much severer intensity 
than that of 1817 

46. The supporters of the Act were mueh crestfallen by its 
failure in 1847, but they took courage again after the Crimetin 
war. The Act had been subjected to tlie test of a great com- 
mercial crisis and had failed. It was now subjected to the test 
of a war, and many of its opponents j>redieted that it would fail 
again ; but it did not. Its eflbots during the Crimean war were 
probably salutary ; but tlic war did not proceed to such a lengtii 
as to test its powers severely. IVaeu a as restori'd before the 
resource.'! of the country were in any manner strained 

liVe have said above that tiie rate of diseount in the antumn 
of 185(> was 7 and 8 per eent. It was grudtmlly ri'duced, and on 
December •ith it was G^, and on the 18Lh 6 per cent., and con- 
tinued so till the autumn of 1857 

These niles wore, of course, very much higher than the 
average ones of former times, and they wore one ground of 
accusation brought by many against the Act. But, in truth, 
they were its very merit. The directors hud now learnt from 
experience, and it was those very variations which preserved the 
security of the Bank 

In August nothing seemed amiss to the public eye. “ Things 
were then pretty stationary,” said the Governor of the Bank — 
“ the, prospects of harvest wore very good ; there was no appre- 
hension that commerce at that time was otherwise than sound. 
There were certain more far-seeing persons who considered that 
the great stimulus given by the war expenditure, which had 
created a very largo consumption of goods imported from the 
East and other places, must now occasion some collapse, and 
still more those who observed that the merchants, notwith- 
standing the enhanced prices of produce, were nevertheless 
importing as they had done successfully in the previous years. 
But the public certainly viewed trade as sound, and were little 
aware that a crisis of any sort was impending, far less that it was 
so near at hand ” 
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The bullion at this time was £10,606,000, the reserve 
£6,296,000, and the minimum rate of discount 5^, when on 
the 17th August the Bank entered into a negotiation with 
the East India Company to send one million in specie to the 
East 


46 . Things were in this state when, about the middle of 
September, news came of a great depreciation of American rail- 
road securities. It was found that for a long time they had been 
carrying on an extravagant system of management, and paying 
dividends not earned by the traffic. The system had at last 
collapsed, and, of course, an enormous depreciation of their stocjk 
followed, to the amount of nearly 20 per cent. It was supposed 
that as much as eighty millions of this stock was held in England, 
and that the effects of this fall would be very serious. On the 
25th August the Ohio Life and Trust Company^ with deposits to 
the amount of £1,200,000, stopped payment. The panic spread 
throughout the Union. Discount rose to 18 and 24 per cent. 
On the 17th October news came that 150 banks in Pennsylvania, 
Maryland, Virginia, and Rhode Island had stopped payment. 
The drum was then beginning to be severe on the Bank of 
England. On the 8th the bullion was £9,751,000, the reserve 
£4,931,000, and discount was raised to 6 per cent. On the 12th 
the rate at Hamburg was 7f, and bullion was flowing towards 
Hew York ; discount was then raised to 7 per cent. About this 
time rumours strongly affecting the Western Bank of Scotland 
were abroad. On the 19 th discount was raised to 8 per cent. 
The commercial disasters were increasing in America. In one 
week the Bank of France lost upwards of a million sterling. The 
bullion in the Bank had sunk to £8,991,000, and the reserve to 
£4,115,000, Discount was raised to 7^ in Paris, and to 9 per 
cent, at Hamburg. On the 26th a deputation from the Western 
Bank of Scotland applied for assistance, hut the Bank was afraid 
to undertake so enormous a concern. The Borough Bank of 
Liverpool was also in difficulties, and after some time the Bank 
agreed to assist them to the amount of £1,500,000 on condition 
of their winding up. But the arrangements fell through in 
consequence of the Liverpool Bank closing its doors before it was 
completed 
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47. On the lilth October a gencnil run took place on the 
New York banks, in consequence of the severe measures of 
restriction they were obliged to adopt to protect themselves. 
Eighteen immediately stopped, and soon afterwards, out of (!:} 
banks, only one maintained its payments. This immediately 
reacted on Liverpool and Glasgow, which were much involved 
with American firms. By the 19th October the failures began to 
be numerous in this country. Uneasiness greatly increased in 
London. On the 28th the principal discount liouae ai)plicd to 
the Bank for an assurance that they would give them any assist- 
ance they might require. On the 30th an express eamc for 
£r)0,000 (sovereigns) for a Scotch bank, part of £170,000, and 
£80,000 for Ireland. On the 5th November discount was raised 
to 9 per cent. The great house of Denuistoun, with liabilities 
of nearly tno millions, stoppisl payment on the 7th, and the 
■Western Bank of Scotland closed its doors on the !)tli. Failures 
in London were rapidly on the increase, rurehases and sales of 
stock were enormous, much beyond what they had ever beim 
before. The bullion in the Bank had sunk to £7,719,001), mid 
the reserve to £2,834,000. On the 9th discount was raised to 
10 per cent. On the lOth November a large discount house 
applied to the Bank for £400,000. The Bank of France raised 
its rates to 8, 9, and 10 per cent, for one, two, and throe nionlhs. 
Another English bank was assisted. The City of Glasgow Bank 
then stopped. On that day the disconnts at the Bank were 
£l,12G,0U0. On the 10th and lltli upwards of one million 
sterling in gold was sent to Scotland, and there was a gi-eat 
demand from Ireland. On the 11th Sanderson & Co., the givab 
bill brokers, stopped payment with deposits of 8^ millions. On 
the 12th the discounts at the Bank were £2,373,000. On the 
11th, in consequence of these sudden demands for Scotland and 
Ireland, the bullion was reduced to £6,606,000, and the reserve 
to £1,462,000 

48. As the failures in London liecame more tremendous, 
discounts became more and more contraelcd. The stunning 
news of the stoppage of so many banks created a banking panic. 
Private banks stopped discounting altogether. The only source 
of discount was the Bank of England. The public, however, 
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and the directors knew that the precedent of 1847 must be 
followed, and, though they made no direct application to the 
Government for the suspension of the Act, they laid the state 
of the Ihink continually before them, and continued to discount 
as if they knew the Act must be suspended. At last private 
persons, being unable to obtain discounts, began to make a run 
for their balances. When univei*sal ruin was at last impending, 
the Government, on the 12th November, sent a letter to the 
Bank to say, that if they should be unable to meet the demands 
for discounts and advances upon approved securities, without 
exceeding the limits of their circulation prescribed by the Act 
of 1844, they would be prepared to propose to Parliament a Bill 
of Indemnity for any excess so issued. In order, however, to 
prevent the temporary relaxation of the Act from being extended 
beyond the necessities of the case, the rate of discount was not to 
be reduced below their present rate, 10 per cent. 

49. The issue of this letter immediately calmed the public 
excitement. But, on the evening of the 12th, the total banking 
reserve of the Bank and all its branches was reduced to £581,000. 
Truly, said the Governor of the Bank, to the question 132, 

Supposing the letter in question had not been issued on that 
day, would the Bank, on the morning of the 13bh, have been in a 
condition to continue its discounts? — No; certainhj not 

‘*133. Would it not have been compelled to announce it 
could not discount any more commercial paper? — Yes, or 
nearly so 

“ 138. Is it not likely that the announcement of the cessation 
of discounts at the Bank of England would have increased the 
alarm of the mercantile public in London ? — Materially 

“ 139. Would not an increased alarm on the part of the mer- 
cantile public have naturally led to an increased demand upon 
the hankers? — It would have led to immediate failures, and 
would so far have lessened the quantity of bills coming for dis- 
count by the number of hills which were actually rendered 
unavailable 

“ 140. Without reference to bills, do you not think it likely 
that there would have been increased demands upon the bankers, 
which would have compelled them to withdraw a portion of their 
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deposits from the Bank of England? — I tliink ccrliunlj that in 
part there would have been” 

To shew the stote the Bank was reduced to, the Governor 
gave in a j)aper to tlic Committee with the following figures, 
shewing its reserve on the 11th and 12 th November — 

On Wednesday, November 11th, the reserve consisted of— * 

£ £ 

Notes in London ... ... ... 375,005 

„ at Branches . 582,705 

057,710 

Gold coin in Londoa 810,781 

„ at Branches 97,(;i!r> 

408, -1 -10 

Silver coin in London 4 1 ,0 1 (i 

„ at Branches 51,!! 18 

95,9n4 

Total Reserve ... £l,4(i2,ir)8 

On Tlinrsday, Novonibor 12tb, at night, tho reserve con- 
sisted of — 

£ £ 

Notes in London 68,085 

„ at Branches 62,545 

130,0,50 

Gold coin in London 274,958 

„ at Branches 8:5,25,5 

858,208 

Silver coin in London 41,10(5 

„ at Branches 50,807 

91,913 

Total Reserve ... £580,751 

That is to say, the total reserve in London on tho ovoning of the 
12th was £884,144. Such were the resources of the Bank of 
England to commence business with on the morning of the 13th ! 
Truly, said tho Governor, it must have entirely ceased discounting 
which would have brought an immediate run upon it ; and the 
bankcre’ balances alone were £5,458,000. It is easy to see that 
the Bank could not have kept its doors open an hour 
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60, The Governor of the Bank said that the panic of 1857 
was not so great as that of 1847, but the real commercial pressure 
was more intense. This is proved by the fact, that while in the 
former year the issue of the letter immediately allayed the panic, 
and by that means stopped the demand for notes, and there was 
only required an issue of £400,000 in notes to surmount all 
difficulties, which did not exceed the statutory limits ; in 1857 the 
issue of the Government letter produced no cessation of the 
demand for advances. The statutory limit was £14,475,000 of 
notes issued on securities, and there were issued in excess of these— 




& 1 



£ 

Nov. 

18 ... 

180,000 

Nov. 

23 ... . 

... 897,000 


14 ... 

622,000 

99 

24 ... . 

... 317,000 

99 

16 ... 

860,000 

99 

25 ... . 

... 81,000 

99 

17 ... 

836,000 

99 

26 ... . 

... 248,000 

99 

18 ... 

852,000 

99 

27 ... . 

... 842,000 

99 

ID ... 

896,000 

99 

28 ... . 

... 184,000 

99 

20 ... 

928,000 

99 

30 ... . 

... 15,000 

99 

21 ... 

617,000 





On the meeting of Parliament an Act was passed permitting 
a temporary suspension of the Bank Act till February 1st, 1858, 
]irovided the directors did not reduce their discount below 10 per 
cent. On the 24th December they reduced it to 8 per cent., 
thereby reviving the operation of the Act 

In 1858 the inevitable consequence followed from the great 
crash of 1857. The enormous mass of false trading being cleared 
away money naturally flowed into the Bank, and the quantity of 
bullion gradually and steadily increased up to the end of the year. 
The Bank now learnt to adopt much higher rates of discount than 
formerly. In 1847 it kept the rate at 5 per cent, while the 
bullion was under £10,000,000 ; in 1858 the rate of 5 per cent, 
was maintained till the bullion exceeded £15,000,000 — a great 
advance in sound principle 

61. In our Dictionary of Political Economy^ Art. BanMng in 
England^ § 254, published not long after this great crisis, we 
said — ^‘This year (1858) passed away in great tranquility, persons 
not yet having forgotten the lesson of 1857. But we cannot 
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donlit, judging from all former experience, tliafc an unea'ty spirit 
will soon bo abroad again ; wo cannot doubt that the brood of 
speonlatora are now anxiously casting about to si>e if tlw-y can 
plant the aeeibs of the next crisis, and it is the dnty of those ^\lu) 
arc now at the head of monetary affairs to Iw on the watch to 
connteract all such attempts as they can dutect; and, in the 
meantime, the most interesting question at the present time, in a 
banking point of Tiew, is — What is to be the next mania ?” 

Time has given an answer to this question. There is nothing 
special to arrest our attention during the next few years. Tlie 
nttes of discount continued generally moderate through I 80 O and 
18()0. In Pehruary, it rose for a short time to 8 per cent. 
bnt soon snhsided again. The unhappy civil war in Americti then 
Iving imminent, created natural apprehension as to our cotton 
supplies, and most persons could foresee that this would lead to 
monetary complications. Those, however, were for the future. 
Tlirough 18(!l and 18(>2 the Money Markt't was, genemlly speaking, 
extremely easy, the issue of paper money by both the belligerent 
tlovcrnments having the inevitable effect of driving bullion over 
to this country ; consequently trade flourished amazingly, and the 
price of money was very easy 

52. And so things went on till October, 18C8, when everyone 
began to foresee a disturbance in the Money ilarket. In tho 
first place, tho rapid rise in the price of cotton, from the failure 
of the supply from tho Southern Htates of America, forced up tho 
price to a great height. The world had to bo scarclied to produce 
tho supply. Immense quantities came from the East Indies, 
from Hgypt, and from the Brazils, besides other quarters. This 
vast trade being suddenly created, had to bo paid for in cash, as 
we have e.xplained in tho chapter on E.'tchanges. Consequently a 
great drain of silver hi‘gan towards tho East, which was obtained 
fnim Paris and Humhurg, the great marts for silver as London 
is for gold. Tho Italian Government, too, contracted a loan at 
this period 

The law of limited liability began to operate at the same time, 
and tho number of new companies being formed under it inspired 
uneasiness. The Rank of France lost great quantities of Bjiccie. 
The Bank of Baglund raised its rate twice in one week, from 6 to 
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6, and then to 7. The Bank of France also raised its rate to 7, 
and spoke of issuing 50 franc notes ; on the 2nd of Deconibor the 
Bank raised its rate to 7, and on the 8rd to 8. At the same time 
a great fall took place in the Russian Exchange, in consequence 
of certain Government measures not having succeeded. In con- 
sequence of these oironmstancos, the reserves of the Bank were 
considerably strengthened after a short time. But in January, 
1864, a fresh export of specie began and continued with great 
severity till the middle or end of May, so that discount varied 
from 8 to 7, and 6, and again up to 9. In May the Bank again 
raised its rate twice in one week to 9. With a few fluctuations 
this groat pressure continued all through the summer. Having 
fallen to 6 per cent, in June, it gradually rose again to 9 in 
September. After that it gradually fell to 8 per cent, in June, 1865 

63. Already in March, 1864, the numbers of new companies 
formed under the limited liability principle gave great uneasiness. 
Up to that time it appeared there were 263 companies formed 
with a nominal capital of £78,135,000, out of which 27 were 
banks, and 14 discount companies. In August, 1864, the long- 
dated acceptances of the new financial companies began to press 
on the market, and lay the foundations of the crisis of 1866. In 
April the Bank of England joined the Clearing House, thereby 
still further economising the use of Bank notes 

On the 8th of September the Bank raised its rate to 9 per 
cent., and this measure stopped the foreign drain, lowered the 
price of foreign commodities, and strengthened their reserves. 
The price of cotton was greatly lowered owing to the expected 
peace in America, and this rise in the rate of discount, striking on 
a falling market, produced an immense curtailment of business in 
all directions 


Great Orisis of May, 1866 

64 . On the 20th Juno, 1865, the rate of discount reached 
its minimum, 8 per cent. On the 5th August it was raised to 4, 
and then gradually and continuously, with very slight fluctuations, 
till it culminated in the crisis of May, 1866 

In November a strong foreign drain began, the exchange fell 
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and, this growing stronger in January, I8G6, the Bank raised its 
rate on the 6th to 8. This had some effect in arresting the drain, 
but it did not bring in fresh supplies from abroad. At this 
period the National Provincial Bank began to bank in London, 
and, in consetpxcnce, were obliged by law to give up their issues, 
which amounted to £442,871. Several other banks having ceased 
to issue, since the Bank of England had been last authorised to 
increase its issues, it wtxs now permitted to increase its issues ou 
securities to £15,000,000. The high rate of interest here caused 
a good deal of foreign money to be invested in long-dated bills 
Towards the end of January the difficulties began, which 
brought on the panic in May. In consequence of there having 
been no Parliamentary inquiry, as might have been expected, the 
circumstances of this panic have never been fully explained. But 
it may be stated generally that these Finance and Discount Com- 
panies had advanced enormous sums of money to promote great 
enterprises, such as railways, and other schemes, which could 
never repay their cost until completed, which might take years to 
do. The first company that went was the Joint Stock Discount 
Company in Pebrnary. This spread a general feeling of alarm, 
as the doings of this Company were merely a type of a large 
amount of business which was known to have been engaged in 
by numerous other companies. In March Barned’s Bank at 
Liverpool stopped payment, with liabilities of upwards of 3^ 
millions. Several great railway contractors suspended, involving 
in discredit the companies with whom they were known to have 
“financed*’ 


64. On the 8rd of May the Bank raised its discount to 
7 per cent. Every one now felt that the long-dreaded crisis was 
at last come. The air was thick with rumours. Every one knew 
now that it was merely a question of weeks, perhaps of days, 
when the storm should burst On the 8th of May the Bank 
raised its discount to 8 per cent. The advocates of the Bank Act, 
in their usual strain, proclaimed that on no account whatever 
must the Act be suspended. Such a thing was not to be thought 
of. Credit was then tottering and received a blow from the report 
of a speech of the Emperor Napoleon III., said to have been 
addressed by him to a meeting at Auxerre, in which he expressed 
VOL. XL 0 
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his detestation of the treaties of 1815. This, in the feverish 
political state of the Continent, was held to mean that ho was 
determined on war 

It is possible that this excitement might have passed off, as 
the Bank had a fair reserve in the banking department, and 
abundance of bullion in the issue department. On the 0th of 
lliij the Bank raised the rate of discount to 9 per cent. On 
this day, however, occurred the event which it is probable pro- 
duced the great panic. The Mid-Wales Eailway Company had 
accepted bills of exchange to the amount of £60,000, which were 
held by three parties — Bateman ; Overend, Gurney <fe Co. ; and 
the National Discount Company. The Company had dishonoured 
the bills, and actions had been brought against them by the three 
parties above named. As ill fortune would have it, judgment in 
these actions was delivered on the 9 th of May, in the very height 
of the excitement. The Court of Common Pleas held unani- 
mously that the Railway Company had no authority whatever to 
accept such bills, and consequently that they were absolutely in- 
valid, and so much waste paper. For some time back it was 
known that Overend, Gurney & Co. were very deep in with con- 
tractors and other parties ; moreover they held forged bills to a 
large amount of another firm. Their shares had been pressed on 
the market, and were going down. This fall in their shares pro- 
duced a steady withdrawal of theii* deposits. The judgment in 
the case of the Mid-Wales Railway converted this into a complete 
run ; and, on the afternoon of Thursday, May 10th, the terrible 
news spread through London that the great establishment of 
Overend, Gurney & Co. had stovped payment, with liabilities 
exceeding £10,000,000 — the most stupendous failure that had 
ever taken place in the City. Thiw news only spread about after 
banking hours, but every one could foresee what the effects would 
be next morning. The OhanoelliU' of the Exchequer said next 
evening in the House that the oldest inhabitants of the City 
declared that the excitement was without a parallel. Early in 
the evening he was questioned ajs to whether Government had 
authorised the Bank to issue notes in excess of the legal limit. 
The Chancellor replied that he Jiad not yet done so, but that he 
had received a deputation from the private bankers, and was 
expecting one from the Joint Stock Banks, on the subject. Very 
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soon afterwards this came, and the Members of the Cabinet, 
having retired to a committee room and consulted, the Chancellor, 
later in the evening, announced, amidst the loudest cheers from 
all parts of the House, that the Government, following the 
precedents of 1847 and 1857, had informed the Bank that, 
if they thought proper to make advances beyond the limit, the 
Government would bring in a Bill of Indemnity. lie also stated 
that the Bank had advanced £4,000,000 that day 

66. The announcement of the suspension of the Bank 
Charter Act produced the best effects next morning. The Bank 
raised its rate to 10 per cent., and everything calmed down, and 
though subsequently to this some other stoppages took place, yet 
the knowledge that the Bank had power to make advances on 
good securities abated the panic. On the 18th of May the 
Chancellor of the Exchequer stated that the Bank had advanced 
£13,S25,0l)() in five days. The sum that was paid away during 
tlie panic can probably never be known, but it was something 
perfectly fabulous. It has been said, though of course we know 
not on what authority, that one great bank alone paid away 
£2,000,000 in six liours. The establishments that stopped pay- 
ment were as follows, with their liabilities, according to their 
last published balance-sheet, though, of course, these were greatly 
diminished during the panic — 

Paid-up Capital. Koserve. Lialnlltles, 

Overend, Gurney & Co £1,500,000 .. ..£11,000,000 

EnRlish Joint Stock Bank .. ., 150,000 .. £(>,000 .. not stated. 

Oriental Commercial Bank .. .. 375,000 .. 49,500 .. 

Now Zealand Banking Coqioration.. S0,(K)0 .. 10,000.. 186.000 

Hallot, Ommanney & Co .. 288^000 

Imperial Mercantile Credit .. .. 600,000 .. .. not stated. 

Cowmoroiai Bank of India .. .. 1,000,000 .. 238,802 .. 

European Bank 014,490 .. 81,393 .. 2,112,838 

Uoliinson, Ceryton <Sr Co . . . . 

Alliance Financial Comjiany . . . . 20,(K)0 . . . . 

Bank of London 400, (KK) .. 302,324 .. 4,335,877 

Consolidated Bank 600,000 .. 71,808 .. 8,817,999 

Agra and Masterman’s 1,600,000 .. 600,000 .. 16,682,002 

Besides these stoppages, several other banks connected with 
the East confessed to enormous losses. Thus, the Bank of 
Uindostan, China, and Japan stated its profits at £28,486, and 

o 2 
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its losses at £87,790, with a further expected loss of £70,000; 
the Asiatic Banking Company stated its profits at £61,494, and 
its losses at £142,000 ; the Bank of Queensland stated its profits 
at £10,878, and its losses at £42,071, What losses the other 
banks made we of course have no means of knowing, but they 
were probably heavy 

66, In the great crisis of 1866, the Law given in Chapter 
YIL, § 37, that the Rate of Discount is the most powerful 
method of controlling the Exchanges, seemed for some time to 
be at fault. From the beginning of that year the difference in 
the Rates at Paris and London was constantly 2 per cent., and 
gradually increased to 8, 4, and even 6 per cent.; and while the 
storm was raging in England, the Bank of France was in a state 
of the greatest serenity. The high rates in England were totally 
unable to prevent a severe foreign drain, and the Bank of France 
rapidly gained large quantities of bullion, while discount was 
only 4 per cent. This remarkable and, indeed, unprecedented 
phenomenon, led many persons to question the truth of the law : 
and even to maintain that the Rates m different countries ought 
to be quite independent of each other. But as -we have shewn in 
that Chapter, the Rate of Discount, although the most powerful, is 
only one of several causes which influence the flow of bullion, 
which may at any time act in the same or in contrary directions. 
On this occasion it was overpowered for a short period by other 
causes. The principal of these was the utter discredit into which 
England had fallen. It was fully expected that the Bank would 
stop payment, and there would be a general stoppage of the other 
banks, involving the mercantile community in ruin. The high rate 
of discount failed to attract supplies, because it was feared that the 
whole principal would be lost. Consequently large quantities of 
long-dated bills on England were hurried over here, and realised 
at any sacrifice, and the proceeds remitted abroad. But as soon 
as these temporary causes had ceased to act, large supplies of 
bullion poured in, and the equilibrium between credit and bullion 
was restored. As was well pointed out in a pamphlet by Mr. 
Fowler at the time, it was only that a longer period than was 
usual was required to produce the required effect on the exchanges 
than had been found needful iu other cases 
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With respect to the Bank of France the explanation is also 
easy. There was no commercial crisis in France, but strong 
exjiectations of war. Consequently mercantile enterprise was 
curbed, and specie naturally flowed into the Bank of France. 
Also in anticipation of war the Government of Italy suspended 
cash payments and adopted paper money. This of course neces- 
sarily drove specie out of the country, and it also naturally went 
to the Bank of France 

Thus it is seen how necessary it is to have a knowledge of the 
circumstances at any period to understand the operation of the 
Laws of Economics 

Thus we see tiiat true science is vindicated by experience, and 
the history of Banking since 18G() has amply confirmed the truth 
of this principle, vhich was first demonstrated in the First 
Edition of this Work in 185(1, and since then has made its way to 
universal ac(»eptan<H^ by all competent persons. The Usury Laws 
in France wore modified in order to enable the Bank of France to 
adopt it, and by a se<lulous attention to this principle the Notes 
of the Bank of Prance, which were for several years inconvertible, 
circulated exactly at par with specie ; and, in fact, every bank in 
the world is now managed on this principle 

Having brought the history of Banking up to this point, we 
do not think it necessary to give any further details of events 
since then. The primary object of the history we have given is 
to establish Principles. We have given an exact history of 
the difTcrent doctrines which have been held as to managing the 
Bank and the Paper Currency, until at last scientific reasoning 
and practical experience have equally demonstrated that the true 
method of controlling credit and Paper Currency is by means of 
the Rate of Discount. We have given ample details of the 
stops by which this great doctrine gradually established itself in 
the Banking and Mercantile world. To pursue the subject 
further would not bring out any new principles ; it would only 
give superfluous illustrations of a principle which is now as firmly 
established among all competent persons as the Newtonian Law 
of Gravity is among men of science ; and, therefore, prolonging 
an account would only occupy space without any good object 
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CHAPTER XIII 

llIHTOlirCAL SKETCH OP THE RISE AND PROGRESS 
OP BANKING IN SCOTLAND 

1. The Bank of Scotland is the first instance in the world of 
a private joint stock bank formed by private persons, for the 
express purpose of making a trade of banking, dependent on 
their own private capital, and wholly unconnected with the 
State. It differed in kind from any of the other banks existing 
at that time. The successful institution of the Bank of England 
knl to a project being formed to establish a Bank in Scotland. 
A merchant of London, Mr. John Holland, was the author of 
the scheme, and he got eleven Scotch merchants to join him. 
They obtained an Act of the Scotch Parliament on the 17th 
July, l(!9r>, authorising the Crown to gniut them a Charter of 
Incorporation. The principle provisions of this Act are as 
follows 

I. The joint stock was to be £1,200,000 Soots, or £100,(100 
sterling, and authorises certain persons to receive sulscriptioim 
for not less than £1,000 Scots (£88 63. 8rf.), nor more than 
£20,000 Soots (£(5,C6G ISs. 4(f,) for each person, with a deposit 
of 10 per cent. 

II. Tliey were allowed to lend on real or personal security, at 
not more than 6 per cent.; and, on failure of payment, to sell or 
dispose of the security publicly 

III. They were allowed to transfer their stock freely, or by 
will 

IV. No dividend to be made, but by consent of genend 
meeting 

V. Thu joint stock to bo free from all taxes affecting money 
for 21 years from that date 

vf the Viniinmetit of iScathmit roL u., jk 401. 
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VI. It wns dci.Inred to be illegal for any other Company to 
set up banking f«i 21 years 

VII. Vari<ius legal privileges were granted for the more 
speedy and eU'ectual recovery of debts due to the bank 

VIII. Prohibits any sum to be withdrawn from the joint 
stock 

IX. Prohibits the Company, directly or indirectly, from 
using or employing the joint stock of the Bank, or any of its 
profits, in any other trade or commerce, except the trade of lending 
and borrowing money upon interest, and negociating bills of 
exchange 

X. Prohibits the Company from purchasing land, or heritages, 
or advancing money to the Government, upon the anticipation of 
any sums to be gmnted by Parliament, expect only those par- 
ticular ones upon which a credit of loan should bo authorised by 
Purliamenc, under the penalty of forfeiting triide the amount, of 
which oue-fiflh to the informer 

XI. AH foreigners who subscribed to the joint stock, were 
ipso jttcto naturalised to all intents and purposes. It was also 
provided that two-thirds of the stock must always belong to 
jiersitng residing in Scotland. The Scotch subscription of £800,000 
Scots (£66,660) was begun in November, and filled up at the end 
of Dev'Piiibcr, 1096. The English subscription of £400,000 Scots 
(£83,.8‘L'’) was taken up in one day in London, a great part by 
f^otchmeu. As the Scotch at that time were supposed to know 
nothing about banking, it was also provided that for a certain 
number of years the Governor and twelve Director’s should be 
English, and the Deputy-Governor and twelve Directors should 
be Scotch. However, it was soon found that the Scotch were 
such good managers, that this arangement was changed, and all 
the Direelors wore Scotch, and thirteen trustees were chosen to 
nianago the Englisii business and affairs in London 

a. No sooner was the Bank fairly established, than, in 1696, 
the Aft’ican Compmy attempted to set up the trade of banking, in 
defiance of the Bank’s privilege. This was the celebrated Darien 
Company, which was organised by William Paterson, who was 
one of the foandcre of the Bank of England. Mr. Holland was 
Governor of the Bunk, but so little was it thought of, that it did 
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not venture to vindicate its privileges against the African Comimny 
for which there was a national frenzy, and which afterwards oinled 
^sadly. The Bank was obliged to content itself by strengthening 
it^position by calling up two-tenths of its capital 

The African Company soon, however, burnt its fingers with 
hanking, as, in order to rival the Bank, they advanced their notes 
with great imprudence to several of their own shareholders and 
othere, and sustained great losses, which made them stop. The 
Bank then began the business of exchanges, but, finding that 
they could not compete with private merchants, gave it up. lu 
lGi)(>, they opened branches at Ghxsgow, Aberdeen, Dundee, and 
Montrose ; but not finding them to pay, withdrew them. In May, 
16D8, the rivalry of the African Company being at an end, the 
directoi's repaid the two-tenths of capital last called np, as being 
more than necessary for their business 

3. The Bank at first received no deposits from the public ; 
its business consisted in circulating its own notes upon the credit 
of the subscriptions that was paid in. These notes w'cre for £100, 
£50, £20, £10, and £5. It is disputed when they began to issue 
£1 notes, for, while a pamphlet published in 1728 on their behalf, 
says that they began to issue them in January, 1000-1700, Mr. 
Kinnear, a director of the Bank, stated to the Committee of the 
House of Commons that, though many proposals were made to 
them to circulate “tickets’" or tokens” of £1 they had always 
hesitated to adopt so novel an experiment till 1704. Which 
authority is rignt we have no means of deciding. In 1701 a 
great fire destroyed the Parliament Close, in which the Bank was, 
but the cash and all the effects were safely removed into the 
Castle by the Earl of Leven, who was Governor of both 

In December, 1704, soon after, as it would appear by one 
account, that they had issued £1 notes, a rnmour was spread all 
over the kingdom that the Privy Council were going to raise the 
value of coin, which caused a rua upon the Bank, and at last it 
was obliged to stop payment. A meeting of the proprietors was 
held, who declared that all their notes should bear intcreHt until 
they were paid. The directors also requested the Privy Council 
to appoint a Committee to examine their books. They reported 
that the Bank was in the most sound and flouiishing conditi(»n. 
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aiitl their notes then passed without depreciation. The directors 
made a ctdl of one-tenth, and in less than five months paid off all 
their notes with interest 

Bj the Act of Union between England and Scotland, it was 
Btipulated that tlie coinage of Scotland should be reduced to uni- 
formity with that of England, and the loss or deficiency to private 
individuals made good out of the Equivalent fund. (Art. XV.) 
The Bank assisted this operation by receiving all the old money 
and giving their own notes, or new money, in return, receiving a 
commission of half per cent. This was sucessfully accomplished 
without any disturbance 

In September, 1715, the rebellion broke out, which imme- 
diately caused a run upon the Bank, the directors themselves 
urging it on, that the money might not fall into the hands of the 
insurgents. They then stopped, retaining all the money belonging 
to the Grown, which was about ;£:10,000, which they lodged in the 
(Jastle. They then gave notice that all their notes should bear 
interest, as had been done in 1704. In May, June and July, 171fi, 
they were all called in and paid. In this year the monopoly of 
bunking granted by their charter expired, and no steps weie 
taken to renew it 

It appears tliat up to this time the profits of the Bank were 
enormous. A rival pamphlet states that the dividend was 35, 40 
and 60 per cent., and, accordingly, as we may well suppose, these 
profits attracted rivals. A cry was got up against them, that they 
were too niggardly in advancing loans, that they exacted too high 
interest, and that the concern -was altogether too small 

4. In December, 1719, proposals were made to them to 
unite with the proprietors of the Equivalent fund, to the amount 
of £250,000, so as to increase the capital to £350,000, and share 
the annual grant of £10,000 (being four per cent, on the amount) 
in tlie proportion of two-sevenths and five-sevenths. But as the 
Bank had only one-tenth paid up, the proprietors of the Equivalent 
fund were to draw out of the Bank, as might be agreed upon, 
nine-tenths, or £225,000, in notes, so that there might be a 
capital of £35,000 to bank upon 

The Bank replied that — They had no power by their Act 
to amalgamate with the Equivalent, as they were limited to 
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£100,000 sterling ; ^ndly, That they would not unite at par with 
the Equivalent at four per cent., while their own stock was worth 
at least ten per cent.; Zrdly, That the stock of the Bank was 
large enough for the country ; and, if they wanted it enlarged, 
they could do it themselves by calling on their proprietors. Tlioy 
also gave other calculations, shewing the absurd nature of the 
proposals 

No sooner were the advances of the Equivalent proprietors 
R'pulsed than another set of persons began another rough wooing, 
to thrust themselves into a union with them. The Edinlntryh 
Sockiy, formed on a protended plan of insuring against fire, tried 
to force a junction witli them, and being defeated in this, they 
tried to get up a run upon them. They got together £8,400 
of their notes, and spread a report of a run. This, however, 
failed; and shortly after the Bubble Act passed, by which the 
society found that they were an illegal company, and were obliged 
to dissolve themselves. The Loudon Assurance Company tlieu 
“ proposed ” to them, but met with a similar refusal 

6. At the time of the Union a considerable number of 
persona, both civil and military, were creditors of the Ktatc, and 
the Equivalent sum stipulated in the Act of Union was nob 
sufficient to discharge their claims. In 1714 they obtaiiKsd an 
Act of Parliament, constituting their debts, but no Parliamentary 
provision was made to pay it till 1719, when £10,000 was set 
apart for that purpose, to be paid annually, in preference to all 
other claims. The Act of 1719 empowered His Majesty, by 
letters patent, to incorporate the proprietors of this debt into a 
body politic and corporate — a Monte— with powers to do and 
perform all matters appertaining to them to do, touching or con- 
cerning the said capital sum; and the yearly fund, payable in 
respect thereof, as His Majesty, by the said letters patent, should 
think fit to grant. In pursuance of this Act, the proprietors, 
who included persons in all ranks of the State, were incorporated 
in 1724 ; and, by the same letters patent the King agreed and 
covenanted with the corporation that he would, from time to 
time, grant them such other powers, privileges and authoritieii as 
1)0 lawfully might 

This was the body of ijcrsons whom we have seen attempt to 
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force tliomselvcs on the Bank of Scotland. When they were 
repulsed by that body, they determined to apply to the King to 
grant tliein powers of Banking in Scotland, in pursuance of 
his agreement to grant them any powers that he lawfully might. 
They accordingly petitioned him to grant them powders to bank 
in Scotland, limited to such of the company as should on or 
before Michaelmas, 1727, subject their stock to the trade of 
banking. This petition came to the knowledge of the Bank in 
172G, and, of course, they did everything they could to oppose it. 
A cry was got up against them that they were hostile to the 
House of Hanover — that they charged too high interest for their 
loans — that they w’cre too particular in the securities they 
r(‘<piircd — that they would not lend on their own stock, and 
other things. To all these various charges, they, or a friend for 
them, elaborately replied, and they said that such a thing as two 
banks in one country was never heard of—that if Scotland had 
two England should have ten. By this time they had called up 
JMOths of their stock, or £80,000, and they alleged that that 
wiis sufficient to circulate all the credit that could be required 
in Scotland. They had some sound views on the subject — For 
the quota of credit in a banking company must be pro^ortiomi 
to the ntock of ^ocie in iho nation^ learned and understood by 
long experience, and not extended to a capital stock subscribed 
for, which cannot in the least help to support the company’s 
credit if the specie of the nation decay ” 

The call that had been made was partly paid up in the Bank’s 
own notes, just as we shall see that the subscription to the new 
stock of the Bank of England was partly paid in its own de- 
preciated notes. An outcry was made about this, but it was 
well answered — “ But the objectors do not at all consider this 
point. For the payments are many of them made in specie, and 
bank notes are justly reckoned the same as specie when paid in 
on a call of stock, because, when j)aid m, it Ussens the demand 
OH tho Bankr He also says — certain stock of specie cir- 
culating in the country is needful for currency of payments in 
markets, and amongst the meaner sort of people, bearing a due 
])roportion to what is running on paper credit upon the faith of 
the Banking Company.” Excellent doctrines, in strict accordance 
^YIth the principles which made the Parliament of Scotland reject 
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tlie plausible and delusive schemes of Dr. Chamberlen and John 
Law, for issuing paper based upon land 

Kobwifchstauding the opposition of the Bank of Scotland, the 
charter, with powera of banking, w'as granted to the Equivalent 
Company on the 31st May, 1727. The King’s death on the 11th 
June following delayed it for a short time, but it was sealed on 
the 8th July. The Company took the name of the Royal 
Bank and commenced business on the 8th December, 1727, 
with a capital stock of £151,000 

Granting that all the charges against the old bank were futile 
and groundless, we may -well rejoice that the monopoly of the 
Bank of Scotland was not permitted to subsist. A writer, who 
professes to be independent of either bank, touched the right 
point in reply to the statement put forth on behalf of the old 
bank — “The power of monopolies is, I believe, an exploded 
doctrine. . . . Did ever any nation make an exclusive bank 
perpetual, or for longer than twenty-one years ? Or if such an 
instance can be given, was the measure right ? . * . If the 
old bank should reply — We are in possession, what have we done 
to deserve to have our possession disturbed ? The answer upon 
that abstract question is plain by another question — What km 
toe, the other subjects^ done to be secluded 9 or by tchat laiv are we 
secluded from the advantages you engoij V* The writer then says, 
after comparing the rival companies — “The obvious reflection 
which arises from comparing these two is, that these candid and 
fair dealers have also dealt profitably for themselves (as it is but 
reasonable that they should), they have taken very good payment 
for all the services they have done to the nation, and what title 
they, or any other set of men, have to an, hereditary or indefeasible 
monopoly of banking is hard to understand, . , , As ready as 
our Parliament was at the Union to accommodate petitioners, 
a perpetual monopoly of baulking was a thing so manifestly 
p&rnicious, that no private men could have the assurance to aim at 
it, far less could any Parliament be so unthinking as to grant iV* 
On the south of the Tweed there was found a Parliament so 
unthinking as to grant a monopoly of banking to a single com- 
pany for upwards of 180 years, and the consequences fully 
justified the opinions of the sagacious Scot 

The directors of the company were authorised to make calls 
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upon the proprietors, to the amount of one-half of their stock, 
but there were no means given of enforcing the calls beyond 
retaining the accruing dividends until the call was satisfied. 
They got, however, great assistance by having £20,000 deposited 
with them by the Crown. This was sent down by the Govern- 
ment to be placed out at interest, to assist the fisheries and 
manufactures, and several of the directors of the Royal Bank, 
being among the trustees for managing the fund voted that it 
should be placed in their own bank, Theii charter also granted 
them unlimited powers of issue. The alarm and jealousy created 
by the establishment of a new bank happily soon wore off, as it 
was discovered that, so far from injuring it, the inevitable conse- 
quence followed that enlarged experience m commerce would 
enable ns to predict ; it increased the prosperity of both of them, 
so that the stock of the Bank of Scotland rose to 400 per cent,, 
and that of the Royal Bank also very high 

The Royal Bank had been in existence only two years, when 
it invented a further development of the system of banking, 
which, by the unanimous testimony of all persons who know that 
country, has done more to develope its resources, and promote 
its agricultural and commercial prosperity than any other cause 
whatever. This is the system of Omh Credits^ or Gash Accounts. 
This system deserves the most attentive consideration, because it 
is entirely of the nature of Accommodation Paper^ which has 
fallen into such disrepute in England, from the enormous abuse of 
it that has taken place. We have already, in Chapter VI,, given 
an account of Cash Credits. In 1781, the Bank of Scotland tried 
again to establish branches at Glasgow, Aberdeen, and Dundee, 
but, after a trial of two years, was obliged to discontinue them, 
and the plan was not tried again till 1774 

6. The unlimited power of issuing ^‘promises to pay,” placed 
in the hands of two hostile parties, must naturally have led to 
great over-issues, before they acquired sufficient experience. To 
protect themselves from the consequences of these over-issues, as 
well as from the attacks of each other, the Bank of Scotland in 
1780 introduced a clause into their notes making them payable, at 
the option of the directors of the Bank, at the end of six months, 
with a sum equal to the legal interest from the time of demand to 
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that time* This practice was adopted by all the other bauking 
companies, for the manifest advantages of banking were so 
strikingly displayed, that after the expiry of the monopoly of the 
Bank of {Scotland, banking companies started up in all directions, 
and inundated the country with notes. When the holders of the 
iu»tes demanded payment for them, the directors of the companies 
threatened that they would take advantage of the optional clause, 
unless the demanders would content themselves with a part of 
what they wanted. Moreover, as there was no restraint upon the 
amount t^f tiudr notes, many of the compiinic^s issued notes for 
Kk., and even lower than that. In Perthshire there were 
notes for Is. and even for hi, and the Perth Banking Company 
was founded partly to put an end to this nuisance. The in- 
evitable consequence followed? these paper notes drove all the 
gold and silver out of the country, and the exchange with London 
fell. Adam Smith says — '‘While the exchange between London 
and Carlisle was at par, that between London and Dumfries 
w<mkl sometimes be 4 'por cent, against Dumfries, though this 
town is not thirty miles distance from Carlisle. But at Carlisle 
bills were paid in gold and silver, whereas at Dumfries they were 
paitl in Heotch hank notes, and the uncertainty of getting those 
i)ank noti‘s exchanged for gold and silver coin had thus degraded 
them 4 jaw cent, below the value of that coin.*’ And this was at 
the time when, owing to the degraded state of the English coin, 
the foreign exchanges were adverse to England, and the market 
price of gold was £4 per ounce, so that the whole depreciation of 
the note was about per cent. Tims we see at this time, when 
the Scotch bank notes were at a discount, they were, in fact, 
inronveriiblp, or only payable six months after demand, a circum- 
stance of great importance, and one which must be especially 
observed, as this was one of the instances alluded to by Sir 
llol>crt Peel in introducing his Bank Act of 1844 

The manifest consequence followed. All the gold left the 
country, as it always does from the excessive paper issues, and the 
banks were all obliged to employ agents in London constantly 
collecting money for them, at an expense of seldom less than 
one-and-a-half to two per cent. Adam Smith says— "This money 
was sent down by the waggon, and insured by the carriers at au 
additional expense of three-quarters per cent., or 10^. on the 
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£100. Those agents were not always able to replenish the coffers 
of their employers so fast as they were emptied. In this case the 
resource of the banks was to draw upon their correspondents in 
London bills of exchange to the extent of the sum they wanted. 
When those correspondents afterwards drew upon them for the 
payment of this sum, together with the interest and commission, 
some of those banks, from the distress into which their excessive 
circulation had thrown them, had sometimes no other means of 
satisfying this draught but by drawing a second set of bills either 
upon the same or upon some other correspondents in London, and 
the same sum, or rather bills for the same sum, would in this 
manner make more than two or three journeys, the debtor bank 
always paying the interest and commission upon the whole 
accumulated sum. Even those Scotch banks which never distin- 
guished themselves by their extreme imprudence, were sometimes 
obliged to employ this ruinous resource 

The gold coin which was paid out either by the Bank of 
England or by the Scotch banks, in exchange for that part of 
their paper which was over and above what could be employed in 
the circulation of the country, being likewise over and above 
what could be employed in that circulation, was sometimes sent 
abroad in the shape of coin, sometimes melted down and sent 
abroad in the shape of bullion, and sometimes melted down and 
sold to the Bank of England, at the high price of £4 an ounce. 
It was the newest, the heaviest, and the best pieces only, which 
were carefully picked out of the old coin, and either sent abroad 
or melted down at home, and while they remained in the shape 
of coin, those heavy pieces were of no more value than the light, 
but they were of more value abroad, or when melted down into 
bullion at home.” This passage well illustrates the quotation we 
have given from Aristophanes, and is admirably illustrated by 
what took place in France during the existence of the Assignats, 
and in England during the suspension of cash payments 

At this period the Scotch banks had got themselves into a 
very alarming position, from their ignorance of the true principles 
of regulating a paper currency, as well as of the effect of an 
excessive issue of paper in depressing the exchanges, and causing 
an export of gold, and not perceiving that, while in this state, 
bringing gold into the country was like pouring water into d 
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sieve, or like the toil of the Danaides. They had been far too 
prodigal in granting cash credits, and allowing them to bo con- 
verted into detui loans, without observing the rules that were 
specially applicable to them. And everything seemed to show 
that matters would get worse, as the annihilation of the la-st 
Jacobite rebellion in 174C had freed the country for ever from 
the fear of internal distuibances, and numerous other companies 
were forming to add to the currency, which was already suiier- 
abundant. 

United in a common danger, the two principal hanks agreed 
to combine theii influence, and obtain an Act to remedy this, and 
the Statute 1705, c. 49, was passed, suppressing all notes under 
208. and prohibiting those to be issued with the optional clause, 
and enacting that all such notes should bo payable to the bearer 
on demand. The banks also curtailed their cash credits very 
extensively, and called up fresh capital. Owing to these com- 
bined measures, silver immediately returned into oircnlation, the 
value of the Scotch currency was restored to par, and from that 
time to the present, although the issue of bank notes was abso- 
lutely free until 1845, the Scotch currency has never varied 
from par 

7 . The Bank of f?cotlnnd and the Royal Bank continued to 
be the only chartered banka till 174C, when the British Linen 
Company W'as incorporated, for the purpose of carrying on the 
linen manufacture, and banking in connection with it, Thi.s 
Company soon found it expedient to discontinue the linen part of 
their business and confine themselves to banking, and it has since 
become one of the most powerful and wealthy of the Scotch 
banks, but it did not introduce any new feature into Scotch 
banking 

This is the first occasion, that wo arc aware of, on which that 
abominable system of accommodation paper, which is the sure 
precursor of mercantile convulsion, was fully manifested. The 
Scotch banks seem to have learnt a very wholesome lesson, and 
contracted their issues more within the bounds of prudence. 
This was a source of prodigious annoyance to a vast number of 
speculators and adventurers. The prudence wliieh the banks 
exercised in discounting, not only alarmed but enraged these pro- 
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jcctors fco the highest degree. Their own distress,’’ says Adam 
Smith, which this prudent and necessary reserve of the 
banks was no doubt the immediate occasion, they called the 
distx*ess of the country; and this distress of the country they said 
was altogether owing to the ignorance, pusillanimity, and bad 
conduct of the banks, which did not give a sufficiently liberal aid 
to the spirited undertakings of those who exerted themselves in 
order to beautify, improve, and enrich the country. It was the 
duty of the banks, they seemed to think, to lend for so long a 
time, and to as great an extent, as they might wish to boiTow. 
The banks, however, by refusing in this manner to give more 
credit to those to whom they had already given a great deal too 
much, took the only method by which it was now possible either 
to save their own credit or the public credit of the country 

In the midst of this clamour and distress a new bank was 
established in Scotland, fur the express purpi>sc of relieving the 
distress of the country. The design W'us generous, but the 
execution was imprudent; and the nature and causes of the 
distress which it meant to relieve were not, perhaps, well under- 
stood. This bank was more liberal than any had ever been, both 
in granting cash accounts and in discounting bills of exchange. 
With regard to the latter it seems to have made scarce any 
distinction between real and circulating bills, but to have dis- 
counted all equally. It was the avowed principle of this bank 
to advance, upon any reasonable security, the whole capital which 
was to bo employed in those improveintmts of which the returns 
are the most slow and distant, such as the improvements of laud. 
To promote such improvements was even said to bo the chief of 
the public-spirited purposes for which it instituted. By its 
liberality in granting cash accounts, and in discounting bills of 
exchange, it no doubt issued great quantities of its bank notes. 
But those bank notes b(‘ing, the greater part of them, over and 
above what the circulation of the country could easily absorb 
and employ, returned upon it, in order to bo exchanged for gold 
and silver, as fast as they were issued. Its coffem were never 
well filled. The capital, which had been subscribed to this bank 
at two different subscriptions, amounted to £ 160 , 000 , of which 
80 per cent, only were paid up. This sum ought to have l>een 
paid in at several different instalments. A great part of the 
YOU. II. r 
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propriotoni, when they paid in their first instalment, opened a 
cash account with the hank; and the direotvirs, thinking them- 
selves obliged k) tn'at their own proprietors with tho same 
liberality with which they tri'ated all otlier men, allowed many 
of them to borrow uiKtn this cash account what they paid in upon 
all their Bubseipieut instalments. Such iHiyments, therefore, 
only pnt into one coffer what had the moment iKiforo been taken 
out of another. But, liad the coffera of this bank lieen filled 
ever so well, its excessive circulation must have emptied them 
faster than they could have been replenished by any other 
ex{>edienb but the ruinous one of drawing upon London, and, 
when the bill became due, paying it, together with interest and 
commission, by another draught upon the same place. Its 
coffers having been filled so very ill, it is said to have been 
driven to this resource within a very few months after it began 
to do business. Tho estates of the proprietors of this bank were 
worth several millions, and by their subscription to the original 
bond, or contract of the bank, wore really pledged for answering 
all its engagements. By means of the great credit which so 
great a pledge necessarily gave it, it was notwithstanding its too 
lilwral comliK't, enabled to' carry on business for more than two 
years. When it was obliged to stop, it had in circulation about 
£200,000 in bank notes. In order to support the circulation of 
those* notes, which were continually returning upon it, as fast 
as they were issued, it had been constantly in the practice of 
drawing bills of exchange upon London, of which the numlier 
and value were continually increasing, and, when it stopped, 
amonutcKl to upwards of £600,000. This bank, therefore, had in 
little more than the course of two years advanced to different 
people upwards of £800,000 at 6 ixir cent. Upon the £200,000, 
which it circulated in bank notes, this 5 per cent, might perhaps 
be considered as clear gain, without any other deduction besides 
tlio expense of management. But upon upwards of £600,000, 
for which it was continually drawing bills of exchange upon 
London, it was paying, in the way of interest and oommission, 
upwards of 8 per cent., and was, consequently, losing more than 
3 per cent, upon more than three-fourths of all its dealings 

“ The operations of this bank seem to have produced effects 
quite oppsitc to those which were intended by the particular 
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persons who planned and directed it. They seem to have 
intended to support the spirited undertakings, for as such they 
considered them, which were at that time carrying on in different 
parts of the country, and at the same time, by drawing the whole 
banking business to themselves, to supplant all the other Scotch 
banks, particularly those established at Edinburgh, whose back- 
wardness in discounting bills of exchange had given some offence. 
This bank, no doubt, gave some temporary relief to those pro- 
jectors, and enabled them to carry on their projects for about 
two years longer than they could otherwise have done. But it 
thereby only enabled them to get so much deeper into debt, so 
that, when ruin came, it fell so much heavier both upon them 
and upon their creditors. The operations of this bank, therefore, 
instead of relieving, really aggravated, in the long run, the 
distress which those projectors bad brought both upon themselves 
and upon their country. It would have been much better for 
themselves, their creditors, and their country, had the greater 
part of them been obliged to stop two years sooner than they 
actually did. The temporary relief, however, which this bank 
afforded to those projectors, proved a real and permanent relief to 
the other Scotch banks. All the dealers in circulating bills of 
exchange, which those other banks had become so backward in 
discounting, had recourse to this new bank, where they were 
received with open arms. Those other banks were enabled to get 
very easily out of that fatal circle, from which they could not 
otherwise have disengaged themselves without incurring a con- 
siderable loss, and perhaps, too, even some degree of discredit 
‘^In the long run, therefore, the operations of this Bank 
increased the real distress of the country, which it meant to 
relieve ; and effectually relieved from a very great distress those 
rivals whom it meant to supplant 

At the first setting out of this Bank, it was the opinion of 
some people that how fast soever its coffers might be emptied, 
it might easily replenish them, by raising money upon the 
securities of those to whom it had advanced its paper. Ex- 
perience, I believe, soon convinced them that this method of 
raising money was much too slow to answer their purpose ; and 
that coffers, which were originally so ill filled, and which emptied 
themselves so very fast, could be replenished by ho other ex- 

P 2 
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pedient but the ruinous one of drawing bills upon London, and, 
when they became due, paying them by other draughts upon the 
same place, with accumulated interest and commission But 
though they had been able by this method to raise money as fast 
as they wanted it, yet, instead of making a profit, they must 
have suffered a loss by every such operation ; so that, in the long 
run, they must have ruined themselves as a mercantile company, 
though perhaps not so soon as by the more expensive practice of 
drawing and re-drawing. They could still have made nothing 
by the interest of the paper, which, being over and above the 
circulation of the country could absorb and employ, returned 
upon them, in order to be exchanged for gold and silver, as fast 
as they issued it, and for the payment of which they were 
themselves continually obliged to borrow money. On the con- 
trary, the whole expense of this borrowing, of employing agents 
to look out for the people who had money to lend, of negotiating 
with those people, and of drawing the proper bond or assignment, 
must have fallen upon them, and have been so much clear loss 
upon the balance of their accounts. The project of replenishing 
their coffers in this manner may be compared to that of a man 
who had a water pond, from which a stream was continually 
running out, and into which no stream was continually running, 
but who proposed to keep it always full by employing a number 
of people to go continually with buckets to a well at some miles’ 
distance, in order to bring water to replenish it 

But, though this operation had proved not only practicable 
but profitable to the bank, as a mercantile company, yet the 
country could have derived no benefit from it ; but, on the con- 
trary, must have suffered a very considerable loss by it. This 
operation could not augment in the smallest degree the quantity 
of money to be lent. It could only have erected this bank into 
a sort of general loan office for the whole country. Those who 
wanted to borrow must have applied to this bank, instead of 
applying to the private persons who had lent it their money. 
But a bank which lends money, perhaps, to 500 different people, 
the greater part of whom its directors can know very little 
about, is not likely to be more judicious in the choice of its 
debtors than a private person who lends out his money among 
a few people, whom he knows, and in whose sober and frugal 
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conduct he thinks he has good reason to confide. The debtors 
of such a bank as that whose conduct I have been giving some 
account of were likely, the greater part of them, to be chimerical 
projectors, the drawers and re-drawers of circulating bills of 
exchange, who would employ the money in extravagant under- 
takings, which, with all the assistance that could be given them, 
they would probably never be able to complete, and which, if 
they should be completed, would never repay the expense which 
they had really cost, would never afford a fund capable of main- 
taining a quantity of labour equal to that which had been 
employed about them. The sober and frugal debtors of private 
persons, on the contrary, would be more likely to employ the 
money borrowed in sober undertakings, which were proportioned 
to their capitals, and which, though they might have less of the 
grand and the marvellous, would have more of the solid and the 
profitable, which would repay with a large profit whatever had 
been laid out upon them, and which would thus afford a fund 
capable of maintaining a much greater quantity of labour than 
that which had been employed about them. The success of this 
operation, therefore, without increasing in the smallest degree 
the capital of the country, would only have transferred a great 
part of it from prudent and profitable to imprudent and un- 
profitable undertakings ” 

8 . This bank, to which this long extract refers, was the 
celebrated Ayr Bank, which was founded to remedy the alleged 
distress caused by the niggardly conduct of the existing banks. 
It was started by a company which comprised the Duke of 
Hamilton and many other landed proprietors of immense wealth, 
and it was based on the fatal delusion that, because the capital 
and property of its proprietors was undoubted, it might therefore 
issue notes to any amount without depreciation. This was 
exactly John Law^s theory of money, and this bank is a pregnant 
instance of its fallacy. The pamphlet we have already quoted 
from, relating to the Bank of Scotland, had already seen and 
denounced this fallacy, for it said, with perfect truth and wisdom, 
that no matter what the capital of a hanhing company is^ the Papef 
Credit^ in the shape of Notes, which it can circulate, hears a certain 
vroportton to the existing specie in the country, and this can only 
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be ascertained by experience. Now this strikes at the root of 
John Law’s whole theory, because that is based upon the fallacy 
that bank notes only repreBe7it property, and therefore may be 
multiplied to the extent of any existing property without depre- 
ciation — a theory w’hose results may be seen in the history of the 
Assignats ; whereas the real truth and fact is, that bank notes do 
not Te2ireBe7it any property whatever, but are themselves inde- 
pendent entities, and can only maintain their value, like any 
other independent entities, by bearing a certain proportion to the 
specie. Nor is Adam Smith correct in what he says, that the 
operations of banking do not increase the capital of the country ; 
there is no more delusive fallacy than this in Economics ; it is 
just because banking does increase capital so rapidly that it is so 
dangerous. It is just for the very reason that bank credits, 
whether in the form of promissory notes, or entries and cheques, 
perform exactly the same functions, and are in all respects 
equivalent to the creation of so much additional capital, that 
they so fatally depreciate the value of the existing specie, if they 
are multiplied too rapidly. The fatal error of the Ayr Bank, and 
of Law’s theory is this, not that capital might be increased by 
banking, but in not perceiving the tt'xie ixatiiral limits to the 
increase — and in not seeing that the true limits were to be found 
in its maintaining an equality of value with gold and silver. 
This unfortunate concern was supposed to have been insolvent 
within a fortnight after it commenced business. Its mistaken 
course inflated speculation ; the accommodation bill system, which 
has been the cause of every commercial crisis from that time 
to this, promoted by this bank and other speculators, formed the 
exact antetype of the proceedings of the Western Bank and its 
herd of adventurei’s in 1857. The exports of 1771 and 1772 rose 
to a height they had never done before, and which they did not 
again equal till 1787. While commerce was in this apparently 
prosperous, but in reality bloated and diseased condition, the 
puncture of a pin was sufficient to make it collapse. On the 
10th June, 1772, a partner of one of the greatest firms in London 
Neale & Co., decamped with £300,000, having been deeply en- 
gaged in speculation in funds. This man, named Fordyce, was a 
Scotchman, and had a large Scotch connection ; these were blown 
upon by the failure of their London agent, and a complete com- 
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mercial panic began. The Ayr Bank had branches in Edinburgh 
and Dumfries, and a run began upon it on the 17th June, 1772, 
in Edinburgh, and it stopped payment on the 25th, along with a 
crowd of speculators. The whole of Scotland was shaken to its 
foundations. The paper of the Ayr Bank in circulation amounted 
to £800,000. There had been no disaster similar to it since the 
Darien scheme, and there has been none since like it, until the 
failure of the Western Bank. The credit even of the other banks 
was almost gone. Besides the three Public Banks, only three 
of the private ones survived. The person who was the immediate 
cause of the collapse of the rotten bubble of credit being a 
Scotchman, the London papers teemed with tirades of abuse 
of everything Scotch 

A writer in one of the papers says that the accommodation bill 
system first sprung up then. In the Public Advertmr, July 8th, 
1772, it says in a letter — Banking companies have appeared in 
almost every corner of the kingdom, and bills of exchange have 
been multiplied by a new method called Swivelling^ without any 
solid transactions.” Adam Smith, however, places it earlier. 
Speaking of the refusal of the banks to discount to the extent 
the speculators wished, he says — ‘‘ Some of those traders had 
recourse to an expedient, which for a time served their purpose, 
though at a much greater expense, yet as effectually as the utmost 
extension of bank credits could have done. This expedient was 
no other than the well-known shift of drawing and re-drawing ; 
the shift to which unfortunate traders have sometimes recourse 
to when they are on the brink of bankruptcy. The ^practice of 
rauing money in this manner had long been known in England^ 
and, during the course of the late war, when the high profits of 
trade afforded a great temptation to over-trading, is said to have 
been carried on to a very great extent. From England it was 
brought to Scotland, where in proportion to the very limited 
commerce, and to the very moderate capital of the country, it was 
soon carried on to a much greater extent than it ever had been in 
England. The practice of drawing and re-drawing is so well 
known to all men of business that it may perhaps be thought 
unnecessary to give an account of it.’^ And yet a respectable 
witness, Mr. Latouche, deputed by the private bankers of Dublin 
to give evidence before the Committee of the House of Ctinmons 
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in 1858, says that the accommodation bill system ‘‘arose from a 
new element, which, when the Act of 1844 was made, did not 
exist at all, and that was the immense amount of deposits in the 
hands of Joint Stock Banks paying interest I 

9 . In 1774, by the Statute of that year, c. 82, the Bank of 
Scotland was authorised to double its capital stock, and the limit 
which any shareholder might hold was raised to forty shares. 
In this year the bank began successfully to establish branches, 
which has since become so marked a feature in Scotch banking. 
In 1784, by the Statute of that year, c. 12, the capital of the 
bank was raised to £800,000, and all restrictions as to the 
amount of stock any proprietor might hold taken off. In 1792, 
by the Statute of that year, c. 26, the capital was raised to 
£600,000, and by Statute, 1794, c. 19, to £1,000,000, and by 
Statute, 1804, c. 28, to £1,500,000, of which £1,000,000 has 
been called up, and at which it still remains 

10 . The next great commercial crisis was in 1798. This 
also extended to Scotland. This was attributed by the best con- 
temporary writers to the inordinate multiplication of the country 
banWs and the commencement of the revolutionary war. This 
crisis was most severely felt in Glasgow. Numbers of the most 
wealthy firms, both commercial and manufacturing, failed. The 
Glasgow Arms Bank, one of the three oldest in the city, stopped 
on the 14th March. Three-fourths of the country bankers in 
England were greatly shaken. The Bank of England refused all 
assistance, in spite of all solicitations made to it, for which it is 
severely blamed by Sir Francis Baring and the Bullion Report. 
When the Bank adopted this perverse course, universal failure 
seemed imminent. Sir John Sinclair remembered the precedent 
of 1697, when Montague had sustained public credit by an issue 
of Exchequer bills, and thought that a similar plan might he 
followed in this crisis. Mr, Pitt desired him to propose a scheme 
for the purpose, which he presented on the 16th April. A Com- 
mittee of the House of Commons was immediately appointed. 
In the meantime a director of the Royal Bank of Scotland came 
up, with the most alarming news from Scotland, The public 
banks were wholly unable, with due regard to their own safety, 
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to furnish the accommodation necessary to support commercial 
houses and the country bankers. That, unless they received 
immediate assistance from Government, general failure would 
ensue. Numerous houses, which were perfectly solvent, must fall, 
unless they could obtain temporary relief. Mr. Macdowall, M.P. 
for Glasgow, stated that the commercial houses and manufactories 
there were in the greatest distress, from the total destruction 
of credit. That the distress arose from the refusal of the 
Glasgow, Paisley, and Greenock Banks to discount, as their 
notes were poured in upon them for gold. This panic was 
allayed by the Government consenting to issue small Exchequer 
bills, and by the activity of Sir John Sinclair in getting money 
sent down to Glasgow in anticipation of these Exchequer bills 
An idea of the great severity of this crisis may be formed 
from the interesting memoirs of Sir William Forbes, of the 
history of that house. He says, p. 80, speaking of deposit 
receipts — 

In ordinary times the number paid and granted are pretty 
much the same 

Amount paid above granted, in December, 1792, £10,670 
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£263,724 

‘‘The diminution on current account balances was in pro- 
portion, that is, nearly as much more ” 

11. The news of the suspension of cash payments by the 
Bank of England reached Edinburgh by express on the 1st of 
March. An immediate run on the banks took place. The 
managers of the public banks waived all etiquette, and met at 
Sir William Forbes’s to consider what was to be done. It was 
agreed to follow the example of the Bank of England, and 
suspend all payments in specie. A meeting of the principal 
inhabitants was called by the Lord Provost, and attended by the 
Lord President of the Court of Session, the Lord Chief Baron 
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of the Exchequer, the Lord Advocate, and the Sherifif of Edin- 
burgh. The meeting came to a nnauiim>u8 resi^lution to support 
the credit of the banks, and to receive their notes as specie. This 
resolution was advertised in the papers, and expresses sent oil’ to 
the principal towns in the kingdom to inform them of it 
The suspension of cash payments gave rise to terrible scenes 
of confusion and uproar. The doora of the banks were besieged 
by crovds, clamouring for gold and silver in exchange for notes. 
U'he demand for small change by the lower classes was most 
urgent. They adopted the plan of dividing the £1 notes into 
halves and quarters. Bpanish dollars, stamped by the Mint, were 
issued at 4a. Od, and quarter guineas were coined. An Act was 
speedily passed, to allow those banks whicli had been in the habit 
of issuing notes to issue 55, notes for a limited period. The 
panic was allayed, and confidence quickly returned. The notes 
were received as readily as ever, though the banks refused to cash 
them ; and, what was somewhat remarkable, no attempt was ever 
made by the people to compel them to pay specie, and not a 
single action was brought against them, although they were 
entirely unprotected by any Act of Parliament, and in a short 
time business proceeded more prosperously than ever 

12 . The next occurrence that we may mention, as it was 
regarded as a political event, was the foundation of the Com- 
mercial Bank in 1810. This was at the time when the high 
Tory regime was in its highest and palmiest state, and the banks 
were alleged to carry their politics into their business. The 
Liberal party then determined to found an opposition bank, 
which was named the Commercial, which has attained as great an 
eminence as any of the older ones in public estimation. Its 
capital, as yet paid up, is £1,000,000, which, its directors very 
recently gave the satisfactory assurance to its shareholders, is 
perfectly intact, and in addition to that, it has £400,000 of 
accumulated profits as a reserve fund. This bank subsequently 
obtained a charter, but the liability of its shareholders is specially 
declared unlimited 

vin 1818, it being found that many foreigners availed them- 
selves of the privileges of naturalisation, by purchasing stock in 
the Bank of Scotland, this clause in their original Act was repealed. 
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13, The long and dreadful catalogue of banking failures in 
England, chiefly owing to the monopoly of the Bank of England, 
and which were attributed to the issues of the £1 notes of the 
country bankers, made the Ministry of 1826 desirous to abolish 
them in Scotland and Ireland, at the same time as they did those 
of England, But this raised such a ferment in the country that 
the Government consented that Committees of both Houses 
should be appointed to inquire into the matter. The result was 
so eminently favourable to the Scotch banking system that no 
further interference was attempted. With respect to Scotland,” 
says the report of the Lords, it is to be remarked that during 
the period from 1766 to 1797, when no small notes were by law 
issuable in England, the portion of the currency of Scotland in 
which payments under £5 were made continued to consist almost 
entirely of notes of £1 and £1 Is,, and that no inconvenience is 
known to have resulted from this difference in the currency of 
the two countries. This circumstance, among others, tends to 
prove that uniformity, however desirable, is not indispensably 
necessary. It is also proved, by the evidence, and by the 
documents, that the banks of Scotland, whether chartered or 
joint stock companies, or private establishments, have for more 
than a century exhibited a stability which the Committee believe 
to be unexampled in the history of banking ; that they supported 
themselves from 1797 to 1812 without any protection from the 
restriction by which the Bank of England, and that of Ireland, 
were relieved from cash payments ; that there was little demand 
for gold during the late embarrassments in the circulation ; and 
that in the whole period of their establishment there are not more 
than two or three instances of bankruptcy. As during the whole 
of this period a large portion of their issues consisted almost 
entirely of notes not exceeding £1, or £1 1^., there is the 
strongest reason for concluding that, as far as respects the Banks 
of Scotland, the issue of paper of that description has been found 
compatible with the highest degree of solidity ; and that there is 
not, therefore, while they are conducted upon their present 
system, sufficient ground for proposing any alteration, with the 
view of adding to a solidity which has so long been sufficiently 
established.” The report of the Commons was also adverse to 
any legislative interference with Scotch banking 
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14, No intorfiTcnw with S4‘otch himking took pkco till 
lK4!j, when Sii Koltert IVel, huviii}); earrietl hia Ihink of Kujjlmid 
t'hartor Aefc ami Joint Ntoek UaukinR Act with aeareely a breath 
of opjMtaition, detennined to reftulate thoae of Scotland and 
Ireland aia well. The priaeijm! prouaioua of this Act, Statute 
18 1,'), c. :>8, an' aa follows — 

I. All {tersons had been prohilntwl by the Statute 1844, 
0 . 82, from eonmieneiii}? to issue notes after the <>th May, 1811, 
in tiie United Kinuohmi, ami all sueh persons in Seotland as were 
lawfully issuing their notes between the tJth May, 1844, and the 
1st May, 1845, were to certify to the Commissioners of Ktaiuim 
and Taxca the same of the firm and the places where they issued 
such notes 

II. The Cominissioners were to ascertain the average numlwr 
of such bunkers’ notes in circulation during the year prea'ding 
the Ist May, ISd-l 

in. Sueh Imnkers were authorised to have in circulation an 
amount of notes, whosti average for four weeks was not to exceed 
the amount thua certilied by Iho (Commissioners, together with au 
amount e(iual to the average amount of coin held by the banker 
during the same four weeks. Of the coin three-fourths must bo 
gold and one-fourth silver 

IV. In case the hank cxa'eds the legal amount, it is to 
forfeit the excess 

V. If two or more banks unite, they are authorised to have 
an issue of paper to the aggregate amount of issues of tho 
sopamtu banks, as well as the amount of the coin, hold by the 
united bank 

YI. Notes of the Bank of England not to be legal tender in 
Scotland 

Tho reader will see that there are some striking points of 
difference between the restraints laid uiwn the English and 
Scotch banka, for, while the former are bound down to an abso- 
lute fixed limit of issue, the latter are imnnitted to issue to any 
mnonnt, provided they hold an equal ammnib of coin above their 
authorised amount. Mon'over, if any numlMir of kinks unite, 
they may have au aggregatt! authorised issue, (Hpial to that of the 
separate hanks ; but in England, if the number of partners of the 
united bank exccetls six, they forfeit their power of issuing not<« 
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oltogcthor. ThiH ahwini rpstriction as to the number of partners 
in a bank never had any force in Scotland 

16. The year 1657 was remarkable for a calamity, to which 
tln're had been no precedent except the Ayr Bank, namely, the 
BiwjienRion of two very large joint stock banks, the Western 
Bank and the City of Glasgow Bank. The latter, indeed, has 
nwtamed business, and on an investigation of its affairs, it 
npiicarcd that, out of a capital of above £800,000, it had lost 
nlnuit £70,000 ; having thus a very large paid up capital intact, 
it resumed business, and it might have been hoped that after 
having received this severe lesson, its business would have been 
cmidndetl on better principles in future. But the Western Bank 
was f(tund to have lost not only the whole of its paid-up capital, 
£l,r>l)(MK>0, but nearly as much more besides. This Bank wtis 
founded in 1K32, so that, in the course of twenty-four years, it 
lost £.8,000,000 of money. The Ayr Bank, in two years and a 
half, lost £400,000, so that, of the two the latter is proporlionably 
the more severe calamity. The failure of the Western Bank, 
however, has called forth the most bitter attacks upon the general 
system of Scotch banking, which we shall find to be totelly 
unmerited, because it is clearly proved, iu the evidence given 
before the Committee of the House of Commons in 1858, that 
during the whole couree of its career, %t pursued a system whch 
teas diametrically opposed to the usual course of the other Scotch 
banks 

The Western Bank began business in 1832, and in the next 
year had a paid up capital of £209,170, which was incroaiwd 
year by year, till, in 1849, it amounted to £1,792,850, at which 
it continued till 18,52, when a number of shares having fallen 
into the Bank’s hands by bankruptcy and insolvency, they were 
written off against the capital, which was thus reduced to 
£l,.'iOl),(MK), at which it continued till the closing of the bank. 
The iiukIo of business atloptcd by this bank, from the begiiming, 
was not according to the usual plan of Scotch banking, for while, 
as explained by the witnesses liefore the Committee of 1858, one 
vary important feature of it is to keep very large reserves in 
I,ontlmi, either at their hankers or in Government securities, 
♦he Wchtern Bank investtd its means chiefly in local accommo- 
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dafcion, and kept very insufficient rehcrves in London, so much so 
that in 1834 its L(«Hion agents, Messrs. Loyd & <’o., dishonoured 
its drafts. It appears that niM)n tJiia the other Si'otch hniiKs 
rt^fused its notes, and rcniimstmted with it for its niismanjipement. 
On the 30th OctoJter, ISitt, the directors, in answer to theso 
remonstnuu’C’S, notified to tiie oiiwr hunks that they had resohed 
to invest, in marketafde seenritie.s. a sum amply sufiieient to 
prevent sueh a thing happenin'' ufraiu. They promised to com- 
mence the neee.s.sary oper.itions in the followiii,!' .lannury, and 
conipleto them in .Aj-ril, if not earlier. 'I’liey also I'le^aged to 
lessen tludr discounts, and to continue tit do so, in order to hu\o 
Bidficicnt funds at its command. Upon this promise of hi'tter 
conduct in future, the three chartered banks advanced the 
'iVestern Hank £100,000 to enatdo them to purchase tlicto 
securities forthwith. But tlio Western din>ctora very soon broke 
their engagement, and reverted to tiicir former mode of business. 
In 1838 they applied to the Board of Trade for a grant <if letters 
patent, when a number of the other Scot<'h hunks presented a 
joint memorial agaitist it. They said that they should ho 
wanting in their duty to the public, as well as their own con- 
stituents, if they satu’tkmeil by their silence such an application — 
"The fact is well known to y«iu, that while there htue oeenrred, 
during the past fifty jears, pericslieal convulsions among tho 
Rn-nlra in England, which have led to the fuiluro of sevend 
hundreds, Scotland has, for the most port maintuincil a sUib' of 
genoml tranquility, and there have, in the same time, twcurn'd 
only tlirce or four failures, and those of a very minor character. 
The cause of this is notoriously owing, first, to the largo capital 
employed in the Scotch banks, and, second, to tho system of 
administration adopted. Capital alone, as has been recently 
experienced in England, by exUmding the scale of operations, 
may only increase tho mischief. In tho like manner a numerous 
proprietary, constituting a protection to tho public against 
eventual loss, may, by adding to tho credit, add to tho power 
of such an institution for evil Tho safeguard of tho Scotch 
system has been tho uniform practice adopted of retaining a 
largo portion of the capital and deposits invested in (lovernment 
securities, capable of lieing converted into money, at all times 
and under all circumstances. This requires a sacrifice, because 
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tlu' rate of interest is Rinall, ami, in times of diflioulty, the sale 
involves a loss, hut it has given the Scotch banks absolute 
security, ami enabled them to pass unhurt through periods of 
great discredit 

“ It is not then unreasonable that the managers of the Scotch 
banks should look with favour on a system whieh, notwith- 
standing their c1<mo connection with England, has exempted 
them from those calamities, and, in the doubt that exists on 
hanking theories elsewhere, it is at this moment sufficient to say 
that the system established in Scotland has worked well, and 
ought not to be disturbed there 

“ The Wt'Klcrn Rank was established in the year 1832, and 
the. prim'iplc on which it has avowedly acted has been to employ 
as much as jmshible. of its capital ami assets in discounts and 
loans, retaining only the cash necessary to meet its current 
engagements 

“ As this is a more profitable investment than Government 
securities, there is jdways a strong temptation to speculative 
or incxiierienced persons to adopt this course, and if the conse- 
quences were to affect themselves alone, it would be of small 
moment, but unfortunately, in banking, this cannot be. The 
whole system depends upon credit, and the failure of an ill-regu- 
lated establishment affects those differently constituted. Such 
a body, in prosperous times, boldly extends its business, and, 
from seeing the readiness with which in such seasons commercial 
pa{)or is discounted, comes to the conclusion that it is the best 
and most couvertiblc description of investment that could be 
found 

“Prudent hanks, knowing the delusive nature of this ex- 
pectation, are compelled to increase their own reserve to meet the 
cctusequcneea of this unwise expansion ; and, when the difficulty 
etmtes, they must either wist their rival to prevent an explosion, 
or must make a heavy Bacrifice by selling their securities at a lo.sa 

“The Western Rank, acsting on this principle, allowed their 
Jjondon transactions to assume such an irregular shape that their 
3.i<mdon agents, the respectable house of Jones, Lloyd & Co.; 
t«H<k alarm, and in 1834 dishononred their drafts. The Bank 
of Scotland, Royal Bank, and British Linen Company were 
comiH'lled to come to their assistance, and made them con- 
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$i<lerahlc advances. These cin'umHtances occurring in a time 
wlien the money market waa tranquil, shewed the 

extreme danger of the practice. The Kdinhurgh bunks InsiKted 
on a bt'Ut'r system of management being adopted, and that tho 
Western Bank should have invested in (lovernmcnt securities 
a sum amply suilieient to nu’et enungenciea. Tlio Dinsutors, 
after much diseU'isiHn, at length, by a resolution dated SOth 
October, ISI'l, distinctly assented to the mjuisition, but, as 
they had so engaged the assets <if tlu' Rank as to render it 
impossible immediately to prirnre the funds, tho Kdinhurgh 
banks lent them £100,0<M) for tho purjaiw. For mm lime lh» 
Wmlern Jlitiik may him acted on thie ayrmnmt, but Ihe temptation 
of profit apimn to hace got the better of their prudence, and iheg 
now r^mdmte their engagement 

“ It will bo qnitu apparent that a bank that can employ its 
whole funds in this manner is enabled either to divide a larger 
share of profits than its comiwtitors, or to do business on more 
favourable terms ; and wc rejS'at, that if the only consequence 
of till's waa to increast* or diiuiiUHh the dividends of the rival 
estiddisliinents, it \Yould be of eomi«irat ively small imixirtaiuio, 
but in its result it endangers the existenee of every hank in tho 
country and the fortunes of a largi- portion of th<! ('(mimunity. 
We. feel that, if letters patent shall Isi granted to this bunk, aftiT 
what has passed, tt unit be a public eanction and foitnlenunce of a 
new and misekuHtous principle, opposed to the banking system 
of Scotland 

“ The question is not, in this instance, whether Government 
will interiioHC new restraints on banking companies, but whether 
tliey will encourage a violation of tho old system, by granting 
distinction and privileges to a company which, having pledged 
itself to their olwervancc, now disowns them in its practice, and 
under these ciroumstancca applies for a charter.” This memorial 
was signed by tho Bank of Hcotland, the British Linen Company, 
tho Commercial and National Banks; and the cliartcr, if applied 
for, never was granted 

This system of keeping such small rcuen'es in Ijomlon, pro- 
duced tho conscqucuctt foreseen in tho prceciling memorial. In 
IK 17 the Western Bunk was in difiiciiltles, and received assistance 
from the Bunk of Englitnd to the amount of £DUU,UU0 in No- 
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TCHiljor and DecemTxir, 1847, whioh ifc repaid in March, 1848. 
From this time forward till 1852, when a change in the manage- 
ment took place, a rather more cautions course was pursued, but 
they did what we believe was totally contrary to the usual 
practice of the other Scotch banks — ^they rediscounted. The 
following figures shew the amounts of discounts and rediscounts 
from 1847 to 1852 — 


In 1847 

Discounts. 

.. £15,711,488 

Rediscounts. 

.. £656,077 

„ 1848 

.. 12,088,643 

.. 374,707 

„ 1849 

.. 10,522,022 

.. 249,957 

„ 1850 

.. 12,048,669 

.. 290,813 

» 1851 

.. 13,322,753 

.. 588,247 

„ 1852 

.. 13,525,382 

.. 407,143 

At this time the Bank had £356,000 of overdue bills, besides 

other very heavy locks-up of capital, in one 

case amounting to 

£120,000, which was 

covered with insurances 

on the lives of the 


obligants, on which it had paid £88,612 as premiums when it 
stopped. “But even at this time,” says Mr. Fleming, “it had 
a cluster of those people who had manufactured accommodation 
bills, doing business with them.” So that in this year, he says, 
the Bank was not in a satisfactory state 

In 1852 a new management commenced, and to shew how 
the practice of rediscounting increased, we give the following 
figures — 



Discounted. 

Rediscounted. 

In 1853 .... 

£14,987,740 .... 


„ 1854 ... 

18,596,704 .... 

4,856,292 

„ 1855 ... 

19,836,781 .... 

4,969,669 

„ 1856 ... 

20,410,884 .... 

5,407,363 

„ 1857 till Nov. 9 20,691,415 .... 

4,881,221 


Thus we see the enormous increase of this most perilous prac- 
tice during these years, a practice which places the existence of 
any institution that depends upon it to any great extent, at any 
moment at the mercy of the will, the caprice, or any accident 
that may happen to the purchaser of its bills 

But this was by no means the only instance of reckless 

VOL. II. 
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managempnfc. Over and ahovo all Iho other cmhnrrasBments 
tliero were four aceounla jiartieuluiiy to which tiiu 
calamity was dun; wo will shew the stale of these accounts iu 
1852 and 1857— 


1852, 

Oiscmini**, 

Acc«mnt. 

Macdonald Co 

£107.116 

... 

Menteilh ^ Co 

8i?J7n 

... 

Wallace Co. 

18,141 

... — 

Puttisou <& Co 

89,678 

... l.l.M 


£188,717 

£ 7 


gXiSM ‘ i «•»,!, -ni „1 


Shewing that these font firms woro under obligations to the 
Bank in 1852 to the amount of £198,894. The following wiw 
the state of the same accounts in 1857— 




Owpdmwtt 

At’pount. 

Orvnlm 

Mh, 

Macdonald... 

... £108,716 

£5,686 

£8,526 

Menteith ... 

... nrnjiio 

€7, CM 

98,129 

Wallace ... 

... 227.464 



Pattison ... 

... 836,996 

67,258 

11,571 


£1,349,97.5 

£135,.521 

£Ul\Mn 


Being a sura total of £1,0113,725 to iheso four Inmsca alone, when 
they failed. And, to shew the character of the hills di«w«»iUul 
for these firms, of £402,716 bills of Macdonald’s current at the 
time of their failure, £398,840 were dishonoured at maturity; of 
Menteith’s, £.876,6.99 current at their failure, £269,726 were 
dishonoured at maturity; of ■Wallace’s, of £226,741 cnnrt'nt, 
there were dishonoured £209, .584 ; and of Pattison’s, of £886,996 
current, there were dishonoured £100,749 

Soon after the general meeting of June, 1857. the dinsiora 
requested another person to examine tlio Bank’s Isstlrs, who, 
after doing so, and allowing all the current hnsincHK of the Bank 
to be good, including the aliove four firms, found that laid debts 
to the amount of £573,000 wore kept on the hooka aa good, 
which, after deducting the rest and gimranlcc fund, amounting 
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fco £246,000, made a loss of £327,000 in the capital of the Banl 
and the advances to the shareholders, holding 7,626 shares in th 
Bank, amounted to £988,487. In the month of Septembe 
1857, Mr. Fleming, the person whom the directors had requests 
to assume the temporary management of the Bank, bega 
seriously to inquire into the nature of these immense account] 
and on the 7th the Wallaces acknowledged that they were dealin 
in accommodation bills, and he saw that the Macdonalds must I 
doing the same thing, as the two houses were drawing on tli 
same names. It was found that the Macdonalds drew upo 
124 acceptors, only 37 of whom had been inquired about, and < 
these, reports on 21 were extremely bad. But there were 60 ( 
70 persons whom they drew upon, who made it a regular trade t 
accept bills for a small commission ; in fact, it appeared that the 
engaged a man in London to procure them accommodatic 
acceptances. As soon as the true nature of these accounts ws 
ascertained, there was no resource but to stop them. The failun 
of Menteith and Macdonald, which were the first that becan 
notorious, created a panic on the Stock Exchange on the lOt 
October, and the price of stock rapidly fell, it being common! 
reported that the whole capital of the Bank had been engaged i 
enabling these parties to carry on their business for a series ( 
years. These rumours created a run on the Bank, to a sligl: 
extent, on the following Tuesday, which continued for two c 
three days, and during that week, ending the 17th of Octobe 
the Bank paid away about £36,000 in coin, but this was the on! 
run for gold of any amount on the Bank, for during the followin 
week it only paid away £4,000, and in the week after that aboi 
£2,000 ; and the whole paid away in coin between the 10th ( 
October and the 7th of November, the Saturday before it stoppe( 
was only £44,000. But, during this period, the total dejpost 
demanded were £1,280,000, and, except the sum above mentione 
as paid in coin, the whole of these deposits tvere paid in the Bank 
own notes, which were immediately taken and lodged in the oth 
hanTcs 

This dreadful catastrophe deserves to be minutely detaile 
because it is strenuously asserted by a very influential party, th- 
the small note circulation of Scotland tends to increase a pan 
among its holders. But in this case, the Bank’s notes in circi 

Q2 
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lation did nofc in any way increase the panic. Sir. Flenniig 
says — may say that there was no rnxi fur tlio payment uf 
notes all thron<>jh. There may liavo been a few notes presenU^d, 
but I should certainly limit the demaml for irold in exchange for 
notes to £6,000 or £(>,000. I do not think it would exceed that, 
ilfr. ir/to: In point of fact, the whole pn*ssinv, upon the 
Bank at any time was in re.spt»ct of its deposits, and not in 
respe(‘t to its eircuLiliun ? — then no presmro 
in irsprct to cimthflwn; so much so, that <lunng the last 
two days for which the Hank was in operation, I do not think 
£1,<MK> was paid away in gold at the head oHicc. The wlioie 
money withdrawn was taken away in notes, and the const^queni'c 
was that on the afternoon of the Oih November, when the Bank 
stopped, there w^as a very largo amount of notes in circulation, 
something about £720,000. Then the depositors became uneasy 
about the security of their deposits, w’ent to the Bank, and took 
the Bank’s notes ? — Yes. Did they pay them immediately into 

other banks ? — Yos Was there mmdi drain in the 

provinces upon the balances? — Not a very largo amount, cer- 
tainly; a wond(‘rfully small amount, in pnq>urliun to the total 
deposits, was withdrawn from the country. I think you sui<l 
that at the branches there was very little demand for gold; 
almost none ? — Almod none 

At the same time a very heavy blow fell upon them from 
another quarter. The Bank, instead of keeping its funds well in 
hand in I^ondon, engaged in exchange operations with America. 
They had an agent in New York, though, perhaps, not openly 
and avow^edly in that character, who granted letters of credit 
upon them, in favour of persons who wished to raise money, such 
parties arranging with the agent, the securities to be lodged 
to meet the Bank’s acceptances. These credits wore not by any 
means always paid at maturity, but were renowned to a large 
extent. By this operation a very considerable portion of the 
Bank’s funds were locked up in America, instead of being in 
London as they ought to have been. At the time of its suspen- 
sion its acceptances current and its obligations to accei)t amounted 
to £317,000 in two months’ bills, which, multiplied by six, gives 
the amount of the year’s transactions. The amount of funds 
locked up in America by their agent there appc‘ars to have been 
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X.M njrainst which he h<'M railway h«>nt1w and cnnvnt InllK, 
Ah% Fiemin^j Huid, Q. — ‘*It ap|H*arM to me in many 

the credits cstahlisheti hv Lee np<m the Western Dank have been 
modes of raisinir money for the purposi' of cmihtruetinp Ameri<*an 
nuhvays and for spoeulation in stocks in Ntnv Yi^rk.'’ *"The two 
hanks, i>., the West<‘rn and the City of (tlasprow/' said *Mr. 
Hohertson, the cashier of the Royal Rank, were in the habit 
of accepting four months’ inland hills drawn from London, 
Jiivorpool, and (ilusgow, in respt‘cfc of those credits, irhicb trait 
quiie comimard bij the Bank of B/n/tand, and all the other Banks 
in Scotland 

The general stop{»n!j;o and failure of Amcriean credit at this 
time rendenul the expi‘ctatii«m of any remit taiK’es hoptdess fnau 
tlicrc. And Mr. Fleming, who nmiertook the duty <d' manager 
on tla‘ Ibth October, told the dire<‘iors it was ahsoluti'ly eSM*nlial 
to make pro\isicn for a <’4»ntingcnt <lraiu upon the tleposit money, 
and also for the American u(*ceptunee« becoming due. Ontho 
17th October the directors resolved to apply to tlm Rank of 
S(‘<»tlnmL On the 21st a WTitten applicatbm was mude to that 
Rank f(»r iissistamH', and on the IMrd a meeting having been held 
of all the Edinburgh hanks, they declined to assist, until appli- 
cation had l)oen made to the Rank of England. Tliis application 
>vas refused. Tliis refusal being (e!egrai>hed down to Etlinlmrgh, 
a meeting of the banks was lield the same eveiiimr, and they 
agreed to advance £500, ooo on condition tliat t!u‘ <hrecbir8 
should dissolve and wind up the concern. After some days’ 
negotiation the Edinburgh hanks agreed to forego the com- 
pulsory winding up, us the directors of the Western said that 
they had no power to d<^ so, and advanced tlie moii<*y without 
this condirion, '“riiis sum was a<vordingly advanced on the 2t)th 
October, on the promissory notes of the WestiTU Bank, at six 
months' date, for i*51<hihMh the terms lH*ing that the Western 
Ihuik slumld lie laamd to n*p!ace tlie Edinburgh hanks in <*i»nsols 
at the price of the day. In addition to tiic loan so ailvan(M*d by 
the Edinburgh banks, the (lydesiiale Rank advanced 
on a note of the Bank's at six months, with the indiudtial 
guarantee of the director, which was discounted at the current 
rate of 8 per <*ent 

The witiidrawul of the deposits from the Bank, which was 
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almost entirely among the small depositors, had greatly abated, 
and, whatever might have been the ultimate result which might 
have been necessitated in consequence of the examination of the 
Bank’s affairs that was then in progress, there was no mnmiiale 
danger of a catastrophe ; when, on the 29th October, the City 
article of the Timrs announced that the Edinburgh banks had 
resolved to can-y the Western Bank through its dillieulties, on 
condition that it should wind up. The Times reached Scotland 
on the morning of the 3()th, and immediately a fresh prc.ssuro 
commenced on the Bank. But this time it was of a different 
character from the previous one. The first pressure had been 
among the small depositors, the second consisted of the traders 
who kept large accounts, who, seeing that the Western Bank 
was going to close, made haste to transfer their balances to the 
other banks and open accounts with them, and it was this 
pressure which continued and made the Bank close its doom on 
the 9th November, not from a demand for gold, but berause the 
balances of these accounts being icithdrami in the Hank's notes, 
and paid into other banks, the Western Hank was nnahie to provide 
for the pito chase of Errhequer bills from the other banks, to rectify 
this balance by a draft on London 

To shew how mischievous this publication of the terms pro- 
posed was, we quote from Mr. Fleming’s letter to the Bank of 
Scotland of Slst Octolier, 1857 — “The application made a fort- 
night ago by the Directors of this Bank to the otluT Scioteh 
banks for a credit to the extent of £500,000, was basted on my 
calculation that £350,000 or £400,000 would keep our Imndon 
finance in perfect order, and that the remainder would bo a 
sufficient reserve to meet any probable withdrawal of deposits. 
This calculation, I still Ixslieve, would have proved correct, had 
the assistance required been given jiromqitly, quietly, and free from 
my condition as to winding up 

“ But the demands made upon us have considerably ('xc(!edcd 
my calculation, from two causes; first, the notoriety of onr 
financial embarrassment, created by the delay in acceding to our 
application, and the course which the negotiations took fnun our 
having been referred to the Bank of England ; and second, the 
condition as to winding up, which the other banks sought to 
impose, and the publicity given by the Times to this condition 
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It is not easy to say in jSgures to what extent these causes 
have respectively operated in inducing withdrawals, or to estimate 
to what extent they may still operate. But as to the past, my 
own observation here, and the reports from our branch agents, 
all convince me that the second has been immeasurably more 
mischievous than the first. Deposits on receipts have "been with- 
drawn to a very limited extent indeed^ but balances on current 
accounts kept by the trading community have been removed to other 
banks to a considerable exterit The reason is natural and obvious. 
If this Bank is to wind up, traders know that we cannot give 
them accommodation, and they take the earliest opportunity of 
arranging for that accommodation elsewhere, and withdraw their 
balances 

‘‘I am hopeful that the mischief already done is not irre- 
parable. That we retain still a measure of public confidence is 
proved by the fact that no fixed deposits of any large amount have 
been tvithdraivn, and nothing like a run has taken place^ and gold 
has scarcely ever been demanded 

I have already said that there has been no demand made 
upon us for gold, all sums withdrawn having been taken in our 
own notes, and, consequently, the other banks have got the 
deposits^^ 

The Western Bank then asked a further loan from the Edin* 
burgh banks, which, having been discussed for some days, was 
unanimously refused 

On Saturday, the 7th ITovember, there was, from the heavy 
withdrawal of deposits in the Bank’s notes, and their lodgment 
with the other banks, a heavy adverse balance on the exchange 
of that day. The Edinburgh banks were immediately informed 
that the Western Bank was unable to provide for this adverse 
balance on the following Monday. On the Sunday they resolved 
as soon as this inability to pay the balance should be declared, to 
instruct their agents to refuse the Western’s notes. And it was 
beyond all question shewn that it was this mjudicious line of con- 
duct that chiefly brought on the subsequent run for gold 

The Exchange being heavily against the Western on Saturday, 
it made a final proposal to the Edinburgh banks, and sent a 
scheme for an amalgamation with the Clydesdale Bank, to be 
discussed by them on Monday morning, the 9th, and kept its 



232 THEORY AND PRACTICE OF BANKING 

doors open till 2 o’clock, to learn their final decision. This being 
a decided refusal to entertain the terms proposed, the Western 
Bank shut its doors at 2 p.m., on Monday, the 9th November. 
Another Bank, the City of Glasgow, it was also known, had been 
engaged in transactions of the same nature as the Western, in 
America, and had also been equally^ negligent in keeping due 
reserves in London. This bank, too, required the assistance 
of the Edinburgh banks, though it is not stated how much they 
received. On the evening of the 9 th a run commenced on the 
savings bank branches of this bank. On the Tuesday morning,” 
says Mr. J. Robertson, the manager of the Union Bank, when 
the doors of the banks were opened, a great number of parties 
appeared with deposit receipts demanding gold ; in fact, the office 
of our own establishment was quite filled with parties within a 
quarter of an hour of the opening of the doors. I think at half- 
past 9. The Chairman: You are now speaking of the Union 
Bank? — I am speaking of most of the banks; I speak of the 
Union Bank particularly. Were the Western notes at that time 
current, or were they refused? — They tvere not cuTTcni, tmfor^ 
innately. Was there any deputation from Glasgow to Edinburgh 
on the subject of the other banks agreeing to take the Western 
Bank’s notes ? — This run, as you may call it, or panic, increased 
so much that the continued refusal of the notes of the Western 
Bank added very much to the excitement Those people who came 
for money would not take the notes of any bank, it did not 
matter what bank it was ; they refused everything but gold. Wc 
thought that it would allay the excitement if we were to take the 
Western Bank’s notes, there being no danger of ultimate pay- 
ment. We were so much impressed with that feeling that two 
of the banks sent a deputation to their directors to Edinburgh to 
confer with the managers of the Edinburgh banks on the subject, 
and to induce them to rescind their order. They failed in that ; 
the notes of the Western Bank were refused the whole day on the 
Tuesday ” 

The run of Tuesday exhausted the City of Glasgow Bank, 
and it did not open on Wednesday, the 11th. The state of 
Glasgow was so alarming that the magistrates sent for troops, 
and did all in their power to allay the excitement; they issued a 
proclamation advising the people not to press the banks for 
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payrnont, and to taka the notea of all the hanks. They issued an 
<»nier to all the rate (‘ullectora in the city to take all notes 
prea<‘nted to tlnuiu iiu'ludine: those cf the two suspemled hanks. 
Btit ihr ilutuuui wtin ulmod entirelij co/ijhwd to the 

verif Jhr fndt h* Ut m etmiintj forwariL On Wednesday 
and TIinr.Miay large ivinittaiuvs gold from London arrived 
a!)ont lU oVlnek in the morning* and were taken in waggons to 
the hanks, eseorted hy htrmig hodh‘S of police. But the run 
entirely ceased uhout :3 o’clock on We<lnesday. At hulf-past 2, 
says the m«ne witness, there were not hnif-a-dozen people in the 
(‘slahlishment. Tlie panic% ns the witness said, only histed one 
whole day and part of the next 

In fact, tin* rcfu^ial to take the Westt*ni Bank's notes was one 
of the chief cuuM^s of the run for gold ; and, ns soon as the other 
hanks agreed to take thmn the panit* ceased, -Mr. Lawrence 
Kohertson was askctl, ‘‘What was it which first caused the panic 
cease ?'-4Vhen the st<ippagi» of th(‘He hanks took place the 
other Imnks were not precisely informed of thoir {losition, and 
hesitated a litth* in taking their notes; after farther consideration 
the otlier hanks nMoIvcd to take all the notes as they came 
forward, and whm that was done the thing subsided. As soon as 
it Iwcanm known that the notes of the Western Bank would he 
received by the general body of the banks in Scotland the panic 
with regard to tlie notes of the 'Western Bank came to an end? 
— Kidinly'^ 

The Kunc wifiU'Hs aho nuid that there was no run upon any 
of the (ilasgow hanks before the s{i»ppage of the Western Bank, 
Who were those parties wlm drew out gold over the counter in 
exchange for notes or hy cheques on their deposits? — It w^as 
chiefly in the cas<» of wnall deposit receipts. And not for any 
considerable amount ?— Mo. Do you think tliat it exceeded 

£1,000?— It is diflicnlt to fix upon a sum; I never looked at 
that. It was not of sufRcit^nt importance to cidl your attention 
to it? — No.** The City <if Olasgow Bank resumed payment in 
about a month, but the Western Bank had lost not only its whole 
paid up capital of £1,500,000, but as much more iigain 

16. The details of this ga^at catastrophe well deserve our 
cIos(.‘st attention, because it is the first instance of a lanHim panic 
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ia Scotland, and even that was confined to one town. The 
commercial failures were confined ezcinsivolj to the herd of 
adventurers who had been fostered and supporteil by the mis- 
management of the Western Bank. There was Irat one house 
of any magnitude connected with Glasgow which sus{K‘nded 
payment during this period, Dennistoun & Co., who were more 
a Liverpool and London house than u Glasg<iw one, and nlitmo 
temporary stoppage was brought about Iiy other causes. But 
this calamity has been seized hold of by peivons who aiv hu-tilo 
to the Scotch system of banking in general and also to tlu' X’l 
note currency of Scotland, to condemn them. But, when wo 
come to investigate the true facta, we shall lind that they lend 
no support to these charges. For, with resiicct to the first, it ia 
distinctly proved by the most unanswerable evidence, that from 
the commencement to the close of its career, the Western Bank 
pursued a system of business that was totally opposed to tho 
well-recognised system of Scotch banking, and unanimonaly con- 
demned by aU the well-conducted banka. That, during its whole 
course, it was a subject of terror and alarm to the other banka. 
That its locking up its funds in America was totally condemned 
by the Bank of England and all the other Scotch bunks. 
And the directors themselves, when, howi'vcr, it was loo late, 
acknowledged their own misconduct, for in their first ap|>liciitiou 
for assistance to the Bank of Scotland, on the 2Ist Dctolier, 
1867, the directors say— “ On the part of the board of direction, 
it is right that ws should frankly say, Uiat they are fully alive 
to the recklessness of the past management of the Jknk; that ite 
credit has been strained to the extreme point ; and that, in the 
attempt to make large profits for tho proprietary, unwise and 
undue risks have been run. Peeling all this, the directors have 
entered on a course of management, which (although the present 
commercial crisis renders curtailment diflicnlt of speedy accom- 
plishment) will eventuate in the establishment, on a scenre hnsis, 
of a business of a safer and a more leyifimafe, though certainly afa 
more limited description, than has for many years been ronitmied 
by the Western Sank of Scotland.” Habe7nas ipm eon/ileates reos. 
The directors themselves acknowledged that their course of 
business was not in accordance with the usual Kcolch hanking 
system. What possible reflection, then, can it be on the 
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recognised system that a bank, which went right in the teeth of it, 
failed ? The very same remarks apply, only, of course, in a lesser 
degree, to the City of Glasgow Bank. This Bank, too, was guilty 
of speculating in America, instead of keeping its reserves in 
London ; and it, too, paid the penalty by a temporary suspension. 

The second charge, too, is equally groundless against the small 
note circulation. Fur it is said that these small notes aggravate 
a panic, and that a panic is most likely to commence amongst 
their holders. But, in this case, the evidence most decisively 
negatives the supposition that any part of the panic was due to 
the small notes, and not only that, hut it decisively jproves that the 
demand for gold was greatly lessened on account of the notes, 
Mr. Fleming says, Q. 5532 — ‘‘I may say there was no run for 
payments of notes all through. There may have been a few 
notes presented, but I should certainly limit the demand for gold 
in exchange for notes to £5,000 or £6,000. I do not think it 
would exceed that. Mr, Wilson: In point of fact, the whole 
pressure on the Bank at any time was in respect to its deposits, 
and not in respect to its circulation ? — Decidedly, there was no 
pressure in respect to its circulation; so much so, that during 
the last two days for which the Bank was in operation, I do not 
think £1,000 was paid away in gold at the head oflBice. The 
whole money withdrawn was taken away in notes, and the con- 
sequence was, that on the afternoon of the 9th November, when 
the Bank stopped, there was a very large amount of notes in 
circulation, something about £720,000. Mr, Wilson : Then the 
depositors became uneasy about the security of their deposits, 
went to the Bank and took the Bank’s notes ?— Yes. Mr, Wilson: 
Did they pay them immediately into other banks ? — Yes. Mr. 
Wilson: They thereby indirectly obtained payment through the 
other banks ? — Precisely so ; they transferred their deposits from 
one bank to the other. Mr, Wilson : Did any of the depositors 
demand gold ?— Almost none ; during the week, after the 10th 
October, there was a slight demand for gold, and in the country, I 
believe, there was a very slight demand for gold.” Mr, Fleming 
then gave the figures, shewing that the total demand for gold 
during the whole month, from the 10th October to the 9th No- 
vember, was only £44,000, of which more than £6,000 was in ex- 
change for notes, but the total demand for deposits and balances 
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on account was £1,280,000 ; from which it follows, of course, 
that the total pressure on the Bank was this — 

For gold in exchange for notes £0,000 

For deposits taken in gold 88,000 

For deposits and balances taken in Bank’s 
notes *•* ••• ••• «■« 1,286,000 

£1,280,000 

Now, if the Bank had not issued notes, how would this last 
item have been demanded ? Of toursB, in gold. So that it is 
quite clear that the power of the Bank to issue notes saved and 
lessened the demand for gold to that extent. And we have 
already shewn that it was not any run for gold that made the 
Bank stop, but its inability to provide for payment of the adverse 
balance of exchange. But it may be said — See what followed the 
next morning on some of the other banks. Blit then there would 
have lem tlw very earn run if there had leen no notes at all. 
And that very run was greatly aggravated, if indeed it was not 
chiefly due to the most unfortunate decision of the other banks 
to refuse the 'Western Bank’s notes. As soon as the other banks 
agreed to take the Western's notes, the gianic immediately subsided, 
even though a second bank stopped the same morning. Now, what 
is the effect we might naturally have expected from a second 
bank’s stopping in the midst of a panic ? Clearly that the panic 
would have been greatly intensified. But in this case it was not 
so. The City Bank did not open on the Wednesday morning, 
and yet the whole panic was over by two o’clock that day. The 
whole demand on the Eoyal Bank for gold did not exceed £1,000 
Now, without prejudicing the question in any way, whether 
the Scotch £1 notes should be suppressed, there is no dispassionate 
man who can, after reading the details of this crisis, come to the 
conclusion that they had anything whatever to do with this panic. 
The great wonder is, that after the unprecedented circumstance of 
two great banks stopping payment, the panic was so short, and so 
slight as it was. Does any man who knows London think that, 
if a similar case had happened there, the consequences would 
have been so comparatively trifling ? The two London banks of 
most nearly equal magnitude with the G-lasgow ones that stopped 



RIGHTS OF SCOTCH BANKS 


237 


are fche Union and the London and County, Let us imagine that 
the Union Bank of London was to stop payment, and two days 
after the London and County, Does any man who knows London 
suppose that in such a case the panic would he limited to one day 
and a half. No man in his senses would think so 

Nor can there, we think, he any reasonable douht that the 
refusal of the Edinburgh hanks to take the notes of the Western 
Bank was a most unfortunate one. When the Ayr Bank failed, 
all the other banks immediately gave notice that they would take 
its notes at par, because they knew very well that its proprietors 
were perfectly well able to discharge all the claims upon them. It 
was perfectly well known that the proprietors of the Western 
Bank were worth many millions of money, and that there was no 
possible danger of any ultimate loss. Tet the banks on this occasion 
decided to refuse their notes, which decision they were afterwards 
obliged to rescind. And this is a very good proof that it was 
wrong from the first ; and immediately that the notes were taken 
the panic ceased 

In the years of the great speculations in railways, numbers of 
persons wished to carry on the game of speculation by buying 
shares, and then raising money upon them from bankers. The 
old banks prudently declined this sort of business, and a number 
of banks were got up, principally for this business — ^if, indeed, it 
can be called business at all-— as it was, in fact, pure gambling. 
After a short time, the railway shares went down as fast as they 
had risen, and all these banks, which were called Exchange Banks 
were ruined, some of them under the most disastrous circumstances 

On the Eight of the Scotch Banks to open Branches in England 

17. We must now touch upon a point which has been much 
discussed lately 

Within the last few years all the Scotch Banks have opened 
branches in London, and one has opened some in the north of 
England. It is perhaps somewhat surprising, in these days 
of free competition, that their doing so has created some 
opposition, and in fact their right to do so has even been 
questioned in Parliament. Of course in this place we do not 
discuss their reasons for so doing ; that is a matter exclusively 
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for their own consideration. Our sole purpose is to state their 
legal right to act as they have done 

As for the purposes of trade and commerce England and 
Scotland are one country, there is no apparent reason why they 
should not have this right. No one questions the right of English 
Banks to open branches in Scotland, if they choose : and in fact 
several of the English Colonial Banks have agencies in Scotland# 
Why then should it be supposed that it is contrary to law for the 
Scotch Banks to open branches in England ? 

Many of the leading Scotch Insurance offices have opened 
branches in London, and not a word of objection was ever heard 
from the English Insurance Offices. But because the Scotch 
Banks have found it necessary for their business to open branches 
in London, a great deal of ill-feeling has been displayed by the 
English Banks ; and even their Eight to do so has been denied 

The onus of proof lies entirely on those who deny their Eight 
to do so. It may be said at once that the whole question turns 
on the privileges of the Bank of England : and it is necessary to 
state exactly what these privileges are. The privileges of the 
Bank of England are a penal enactment against the rights of the 
rest of the trading community, and therefore they are to be con- 
strued strictly. Nothing is contrary except what is clearly and 
distinctly forbidden by them : everjtliing else is legal and 
permissible 

It has been seen that, at its first institution, the Bank of 
England received no monopoly. When the capital of the Bank 
was increased in 1697 it was first enacted that no other Bank 
should he sanctioned by Act of Parliament. In 1709 it was 
enacted that no company or society exceeding six persons might 
borrow, owe or take up any sum or sums of money on their Bills 
or Notes payable at demand, or at any less time than six months 
from the borrowing thereof, in that part of Great Britain called 
England 

At that time no one had framed a definition of Banking, 
But it was supposed that issuing Notes payable on demand was 
so essentially what constituted the business of Banking, that to 
prevent persons from doing that was to prevent them from 
Banking 

In 1742, to strengthen this monopoly more effectually, it was 
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enacted that to prevent any doubts that may arise concerning 
the privilege or power given by former Acts of Parliament to the 
said Governor and Company of Exclusive Banking, and 
also in regard to the erecting any other Bank or Banks by 
Parliament, or restraining other persons from Banking during 
the continuance of the said privilege granted to the Governor 
and Company of the Bank of England, as before recited, it is 
hereby further enacted and declared, by the authority aforesaid, 
that it is the true intent and meaning of the Act that no other 
Bank shall be erected^ estdblisTied^ or allowed by Parliament^ and 
that it shall not be lawful for any body politic or corporate what- 
soever, united, or to be united, in covenants or partnership 
exceeding the number of six persons, in that part of Great 
Britain called England, to borrow, owe, or take up any sum, 
or sums of money, on their Bills or Notes payable at demand, or 
at any less time than six months from the borrowing thereof, 
during the continuance of such said privilege of the said Governor 
and Company, who are merely declared to be and remain a 
Corporation with the privilege of Exclusive Banking as 
aforesaid ” 

These words which were always contained in subsequent Bank 
Charter Acts, strictly define the exclusive privelege of the Bank 
of England. Its sole monopoly is that no Bank having more 
than six (now ten) partners shall issue notes payable at less than 
six months in England : but all other kinds of banks and 
banking are left absolutely free 

There is no doubt whatever that Parliament intended to confer 
an absolute monopoly of banking on the Bank of England : but 
by strictly defining what that they conceived banking to consist 
in, they in fact, ultimately defeated their own purpose. If the 
words had been general, and given a simple monopoly of Banking, 
no other bank of any other sort or description exceeding six 
persons, could have carried on business in England. But in order 
to make assurance doubly sure, they gave what they conceived to 
be a description of banking : and the legal effect of doing so is to 
confine the monopoly to that particular method of banking so 
described 

After the great crisis of 1825 the Bank consented to give up 
a nortion of their monopoly, and in 1826 Joint Stock Banks were 
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allowed to be formed to issue notes beyond the limit of 65 miles 
from London, provided that they had no head office and did no 
business in London 

But as has been shown, the private bankers of London about 
1793, discontinued issuing notes of their own accord : and they 
were thus the first to show that banking may bo carried on without 
notes. About 1820 some persons began to allege that there wt\8 
nothing in the monopoly of the Bank of England to prevent 
banks of any magnitude and number of persons being formed, 
provided that they did not issue notes payable on demand : and a 
declaratory clause to the effect was inserted in the Bank Charier 
Act of 1832. And it was under this declared common law right 
that the London Joint Stocks have been founded 

Such is a simple statement of the law of the case. And with 
respect to the Scotch Banks opening branches in London, or any 
other part of England the sole question is-— Do they issue notes 
payable at less than six months after demand in England ? The 
clear answer is that they do not : and consequently they have an 
absolute right to opeu branches in London, or in any other part 
of England if they choose 

The sore point of the case is this : the National Provincial 
Bank and the Capital and Counties Bank have found it expedient 
to establish their head offices in London and boc*omo London 
bankers: and probably in course of time otluT e<mntry banks 
will find it expedient to do the same. But to do this they must, 
by the Act of 1826, abandon their issues in the provinces. And 
they consider it a very great grievance that they have to give up 
their lucrative country issues, when they become London bankers, 
while the Scotch Banks may do business in London, and still 
maintain their issues in Scotland 

The answer to all this is that it is a matter of pure and simple 
law. By opening branches in London the Scotch Banks do not 
infringe the monopoly of the Bank of England, so long as they 
do nob issue notes payable at demand in England: wluu'cas 
country banks issuing notes in the provinces dirccdly contravene 
the Act of 1826, if they do business in London 

It is moreover somewhat suprising that so much ill feeling has 
been created by the Scotch Banks opening branches in London, 
while a great Irish Bank, the National, has nob only its head 
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oBico but a cousidorablo number of branches in Lonlon, and all 
the while maintains an authorised circulation of notes m Ireland, 
greater than that of all tho Scotch Banks together : and yet not 
a word of objection was ever made to it 

As a matter of fact any bank in any part of the world has a 
legal right to open any number of branches in London or in any 
part of England, so long as it does not issue notes payable on 
demand in England* It would be perfectly competent to tho 
Scotch Banks to remove their head oilices to London, if they 
chose, as tho National Bank of Ireland has done 

Whatever may he tho hardship or tho injustice of tho case, 
tho remedy does not lio in depriving tho Scotch Banks of their 
legal rights : but rather in the thorough revision and rectification 
of the banking laws of England, which tho h^gic of facts will 
probably force, however unwillingly, on the Govornmont before 
very long 


18. At the end of 1H7H tho country was startled by the 
failures of tho City of (Uasgow Bank, wiiicli had suspend<‘d 
payment in 1H57. The directors of the other Banks, having 
learnt wisdom from their experience of refusing the Notes of tlus 
Western Bank in 1857, unanimously received tho Notes of tho 
City Bank, and thus averted a severe*, panic. But the terror of 
the Shareholders of the other Banks was so groat at finding tlieui- 
flolves involved in such ruinous liabilities that they threw tlu‘ir 
shares on the mark<‘t in vast (juantitics, and Bank Shares fell 
about HO per cent. • and in the next session an Act was pas.sod to 
enable all Joint Stock Bunks to limit their liability. This Act 
will bo fully considered in a subsequent chapter 

19, The following table exhibits the po.sition of the Scotch 
Banks in 188H - 
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CHAPTEE XIY 

ON SOME THEOEIES OP CTJEEENCY 

1. It now becomes our essential and most important duty to 
investigate some Theories of Currency, which have acquired 
great celebrity, not only from their historical interest, as having 
led to some of the most extraordinary and heartrending public 
calamities on record, but because they are still extensively 
believed in at the present day. It is of essential importance 
not only to lay the true foundations of monetary science, but also 
to point out the fundamental fallacies upon which some specious 
but fatally delusive theories rest, which have brought the most 
disastrous consequences upon those nations which have adopted 
them, as will always be the case when the eternal laws of nature 
are systematically and perseveringly violated 

The first of these theories we shall designate as Lawism, 
not because John Law was the original deviser of it, but because 
he was the first who wrote the most formal treatise on it, and he 
had the opportunity of carrying it out on the most extensive 
scale. His name, therefore, must always be most prominently 
associated with it ; and it is one so specious, but so dangerous, 
and so widely prevalent at the present time, that it requires to be 
branded with a distinctive name, and to be combated with all the 
power of argument that can be brought against it 

3. The question shortly stated is this. All persons, except 
those who advocate an inconvertible paper currency, agree that 
a paper currency must represent some article of value, and bullion 
has been generally chosen for that purpose. Now, the idea has 
occurred to ‘a great many persons — If it is only necessary that a 
paper currency should represent some article of value, why 
should it not represent any or all articles of value, such as land, 

B 2 
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corn, iiilk, or any other commodities, and, among others, the 
public funds? And this has actually been tried in several 
instances, yet they have universally failed, and in many oases 
have been attended with the most dreadful calamities. Now, as 
this has uniformly happened, and, as we shall shew further on, 
it must happen, it necessarily follows that there must be some 
radical error in the principle, and that it must violate some great 
law of nature. And this is beyond all comparison the most 
momentous problem in Economics — Why is it improper to issue 
a paper currency on any other basis than that of bullion ? All 
the most eminent British statesmen have instinctively resisted 
such proposals, although repeatedly pressed to do so. No doubt 
it has been a most fortunate instinct for the country ; but all their 
reasonings on the subject, if only pursued to their legitimate 
consequences, tend to that result. The Bank Act of 1844 was 
the first occasion on which a small bit of this theory was 
introduced, which, if only followed out to its legitimate con- 
clusion, would produce in this country the horrors of the 
Mississippi scheme in Prance. But though the British Pai'lia- 
ment, by a blind, unreasoning instinct, has always, with the 
exception just named, resisted such fatal advice, this will not 
satisfy the demands of science. Science imperatively demands 
a reason why such a plan is wrong ; she will not be satisfied with 
a simple dogmatic assertion that it is wrong, even though that 
dogma may be right, but she must know the reason why ; and, 
until a true, scientific reason is given why such plans are fatal, 
there will be a constant demand for them 

4 . It is, moreover, the thing which has brought the name 
of Law into such unhappy notoriety. Law has, m many respects, 
very great merit as a writer. In many respects he had clearer 
and sounder views on monetary science ; he had infinitely more 
practical insight and scientific knowledge of what he was writing 
about than the most emment of modern political economists. In 
his various writings is to be found the refutation of all the absurd 
follies of the Government and of the Bank of England in 1811. 
But all this was marred by a single defect. He was the great 
advocate of what is now the popular cry — basing a paper currency 
upon any article of value beside bullion. The only difference 
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between him and our greatest statesmen is that he carried out 
their arguments to their legitimate conclusion. He had the 
opportunity of carrying this theory into effect, and the result has 
been to obscure all his other merits, and brand him for ever as a 
charlatan. What, then, was his error ? 

6. Upon sifting his theory to discover his en*or, we shall 
obtain one of the most beautiful triumphs of pure reasoning to 
be found in any science. We shall find that the plausible scheme, 
which we shall designate by his name, is founded upon a direct 
contravention of the fundamental conception of the nature of a 
Currency which we have established in this work, and the 
proposition which directly flowed from it, viz., that where there is 
no Debt, there can he no Currency. We shall find that these 
awful monetary cataclysms which have shaken nations to their 
foundations, producing calamities more fell than famine, tempest, 
or the sword, have been brought about by attempting to carry 
into practice a philosophical fallacy which involves a contradiction 
in terms 

6. It is impossible to say who first invented the theory we 
are going to notice ; in fact, it must have sprung up indigenously 
among almost any people who began to form theories of Paper 
Currency. Several persons about the same time seem to have 
hit upon it. The earliest we know of was a certain Mr. Asgill, 
a Member of Parliament, who paid much attention to commercial 
questions. The most notorious precursors of Law were Dr. Hugh 
Chamberlain, who brought forward a rival scheme to the Bank 
of England in 1(393, and Mr. Briscoe, one of the chief promoters 
of the Land Bank in 169G. Chamberlain’s ideas will be noticed 
a little farther on. He strongly accused Law of having stolen 
his ideas from him, which Law strenuously repudiates, and points 
out the distinction between them, and it must he allowed that 
Law’s ideas were not so extravagant as Chamberlain’s. Law first 
published his theory in a tract, called '‘Money and Trade 
Considered,” at Edinburgh, in 1705. He was the son of a gold- 
smith, and of dissipated habits, but of an extremely acute intellect ; 
and, up to a certain length, his views are sagacious and correct- 
much more so, indeed, than those of many writers of the present 
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day. He observed the extreme poverty and barbarousness of 
Scotland, which he thought might be cured by bringing an 
additional quantity of money into the country ; and, as silver was 
scarce, he attempted to devise a scheme for providing a substitute 
for it 

7. He begins by many very sound and acute remarks on the 
value of commodities, and the causes of their change of value. 
He describes the qualities which fitted silver to be used as money, 
above every other commodity. He attributes the very incon- 
siderable trade of Scotland to the small quantity of money she 
possessed. This is the first fundamental fallacy, because the fact 
was it was just the reverse ; Scotland had little money because 
she had little trade. He, however, perceived the fallacy of 
lowering interest by law. He then goes on to consider the 
various means which have been employed to increase the quantity 
of money. He says that some countries have raised money in 
the denomination ; some have debased it ; some have prohibited 
its export under the severest penalties ; some have obliged traders 
to bring home bullion in proportion to the goods they imported. 
But he says that all these measures have been futile and vain, 
and none of them have been found to increase or preserve money. 
He then says that the only effectual method hitherto discovered 
for the increase of money was the erection of Banks. He then 
describes various banks. Some made it a principle to issue no 
more notes than they had of actual bullion. He then mentions 
the Bank of England, and the superiority of its notes over those 
of the goldsmiths. He then describes the Bank of Scotland, and 
says that it issued notes to four or five times the value of the 
money in the Bank, which he very justly says were equivalent to 
so much additional money. He then points out the absurdity 
of supposing that raising the denomination of the money added 
to its value, that if the shilling was raised to it paid debts 
by two-thirds of what was due, but did not add to the money ; 
“for it is not the sound of the denomination, but the value of the 
silver is considered.” The wonderful philosophers of 1811, no 
doubt, looked down with prodigious disdain upon Law,^ but they 
might have studied him with advantage. He then points out 
with much detail the fraud and inutility of tampering with the 
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currency. He describes the additional effect which credit may 
give to money ; but says that credit which promises a payment 
of money cannot well be extended beyond a certain proportion it 
ought to have with the money, Hothing can be more judicious 
and sound than his remarks upon credit — that it must always 
vary in proportion to the metallic basis it is built upon ; and up 
to this point his sagacity and penetration are in advance of the 
doctrines of a century later; but here is the boundary, after 
which he plunges into that fatal and delusive fallacy, which is the 
distinctive feature of what we denominate Lawism 

8, Thinking that money was so scarce in Scotland that any 
credit that could be built upon it would be insignificant, he 
says — 

“ It remains to be considered, whether any other goods than 
silver can be made money with the same safety and convenience. 

From what has been said about the nature of money, it is 
evident that any other goods which have the gualities necessary 
in money^ may be made money equal to their value 
with safety and convenience. There was nothing of humour or 
fancy in making silver to be money ; it was made because it was 
thought best qualified for that use 

shall endeavour to prove that another money may be 
established with all the qualities necessary in money in a greater 
degree than silver” 

9, He then proceeds to shew at great length that silver had 
some peculiarities that disqualified it from being the best substance 
to form money of ; that it varied in value ; that it had increased 
much faster in quantity than the demand for it, and had, 
therefore, fallen much in value. In fact, he tries to prove that 
silver had varied in value more than any other kind of goods, 
within the last two hundred years; that goods would always 
maintain a uniformity of value, because they only increased in 
proportion to the demand ; that land would always rise in value, 
because the quantity would always remain the same, but the 
demand would continually increase ; but that silver would always 
fall in value, as the quantity increased faster than the demand 



248 THEOUY AND PKACTICE OP BANKING 


10. Law then proceeds to deny that he had taken his ideas 
from Chamberlain, of which the latter had accused him ; and it 
must in candour be admitted, that his ideas were many degrees 
less mad than those of Chamberlain. Law asserts that he had 
formed his schemes many years before he had seen any of 
Chamberlain's papers — “ Land, indeed, is the value upon which 
he founds his proposals, and ’tis upon land that I found mine ; 
if for that reason I have encroached upon his proposal, the 
Bank of Scotland may be said to have done the same. There 
were banks in Europe long before the doctor’s proposal, and 
books have been written on the subject before and since. The 
foundation I go upon has been known as long as money has been 
lent on land, and so long as an heritable bond has been equal to 
a quantity of land” 

11. The difference between Chamberlain’s theory and Law’s 
was this. Chamberlain maintained that if land was mortgaged 
for 100 years, it was a good security for 100 times its annual 
value: so that, if a man had landed property worth £1,000 
a year, and if he mortgaged it for 100 years to the State, the 
State might issue notes to him to the amount of £100,000, which 
were to be declared equal to value in silver, and made legal 
tender for their nominal value. Kow, if this theory be true, 
there is no good reason why land should be pledged for only 
100 years ; why not for one million years ? which would do the 
thing on a somewhat more magnificent scale. But what need 
of stopping there? Why not pledge it to all eternity? And 
then every inch of land might be covered with paper notes, and 
they might be piled high enough to reach the moon, where the 
deviser of this scheme would probably find his lost wits. Law 
properly points out that the fallacy of this theory was, that 
Chamberlain assumed that the value of £100 to be paid 
100 years hence is still £100. He says — “No anticipation is 
equal to what already is ; a year’s rent now is worth fifteen years’ 
rent fifty years hence, because that money lent out at interest by 
that time will produce so much.” But, says Lord Macaulay — 
“ On this subject Chamberlain was proof to ridicule, to argument, 
even to arithmetical demonstration. He was reminded that the 
fee simple of land would not sell for more than twenty years’ 
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purchase. To say, therefore, that a term of 100 years was worth 
five times as much as a term of twenty years, was to say that a 
term of 100 years was worth five times the fee simple ; in other 
words, that a hundred was five times infinity. Those who 
reasoned thus were refuted by being told they were usurers ; and 
it should seem that a large number of country gentlemen thought 
the refutation complete’' 

12* Law’s theory was to calculate the value of the fee 
simple of the land at twenty years’ purchase and to coin notes 
to the value of that amount, and advance them to the owner 
of the land. This plan, therefore, had a limit, however absurd it 
was. It was bounded, in the first instance, by the value of the 
land expressed in silver money, but Chamberlain’s had positively 
no limit at all to carry it out to its full length; the advance 
might be made to infinity; consequently, in mathematical 
language, we should say that Chamberlain was infinitely more 
mad than Law 

13. Law showed that notes issued upon Chamberlain’s plan 
would immediately fall to a heavy discount ; but yet he says that 
though £500 of these notes were only equal to £100 in silver, 
yet the nation would have the same advantage by that £500 in 
notes as if an addition of £100 had been made to the silver 
money 

So far as these bills fell under the value of silver money, so 
far would exchange tvith other countries be raised^ And if 
goods did not keep their price, i.e,, if they did not sell for a 
greater quantity of these bills, equal to the difference betwixt 
tiiem and silver, goods exported would be undervalued, and goods 
imported would be overvalued 

“ The landed man would have no advantage by this proposal, 
unless he owed debt, for though he received £50 of these bills for 
the same quantity of victuals, he was in use to receive £10 silver 


• This is the first occasion that we are aware of on which the great principle, 
that a depreciation of the paper currency would produce a fall in the foreign 
exchanges, which was so ardently contested in 1811 and subsequent years, is 
asserted . And it has ail the more merit, that it is a and not an 

tibstrxixiiQn, 
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money ; yet that £50 would only be equal in value to £10 of 
silver, and purchase only the same quantity of home or foreign 
goods 

The landed man who had his rent paid him in money would 
be a great loser, for, by as much as these bills were under the 
value of silver, he would receive so much less than before 

The landed man who owed debt would pay his debt with a 
less value than was contracted for, but the creditor would lose 
what the debtor gained ” 

Oh that the philosophers of 1811 had only pondered over this 
extract from John Law 

14. Law then shows that — 

Notwithstanding any Act of Parliament to force these bills, 
they would fall much under the value of silver; but allowing 
that they were at first equal to silver, it is next to impossible that 
two different species of money shall continue equal in value to 
one another 

" Everything receives a value from its use, and the value is 
rated according to its quality, quantity, and demand. Though 
goods of different kinds are equal in value now, yet they will 
change their value from any unequal change in their quality, 
quantity, or demand 

"And as he leaves it to the choice of the debtor to pay in 
silver money or bills, he confines the value of the bills to the 
value of silver money, but cannot confine the value of the silver 
money to the value of the bills, so that these bills must fall in 
value as silver money falls, and may fall lower, may rise above 
the value of these bills, but these bills cannot rise above the 
value of silver ” 

16. Law succeeds, with great skill and acumen, in exposing 
the wild insanity of Chamberlain’s plan, and truly predicts the 
results which would follow from it, or at least some of them, 
for there are many important ones he has omitted. The exact 
consequences which he predicted were manifested in Ireland 
and England a century later ; and the sentences we have quoted, 
if we did not know their origin, might have been supposed to 
have been written to rebuke the folly of the directors of the 
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Banks of Ireland and England, and the mercantile witnesses of 
1804 and 1810. But having demolished Chamberlain, he comes 
to his own proposal, which he says is “ to make money of land 
equal to its value, aiid that money to be equal in value to silver 
mo7iey, a7id not liable to fall in value as silver money falls^ 
He then says— “Any goods that have the qualities 
necessary in money, may be made money equal 
to their value. Five ounces of gold is equal in value to 
£20, and may be made money to that value ; an acre of land, 
rented at two bolls of victual, the victual at £8, and land at 
twenty years’ purchase, is equal to £20, and may be made money 
equal to that value, for it has all the qualities necessary in 
money ” 


16. In this sentence is concentrated the whole essence of 
that eternal delusion, so specious and plausible, and so fatal, 
which we designate as LAWISM. It is, indeed, nothing but the 
stupendous fallacy that money represents commodities, and that 
faper currency may be based upon commodities. This delusion 
is deeply prevalent in the public mind at the present day, and 
probably there are few persons, except those who have studied 
the true philosophical principles of Political Economy, whose 
views are not deeply tainted with this infection. No man who 
does not thoroughly understand the great fundamental doctrine 
established by Turgot and others, that money does not represent 
commodities^ can ever have sound ideas on this subject. Money 
does not represent commodities at all, but only 
DEBT, or services due, which, have not yet re- 
ceived their equivalent in commodities. Now, the 
views of Law are much more extensively prevalent than is 
generally supposed. All those who think that there is any 
necessary connection between the quantity of money in a country 
and the quantity of commodities in it are influenced by them. 
Take the case of a private individual. Is there any necessary 
relation between the quantity of money he retains and the 
quantity of commodities he purchases ? The quantity of money 
he has is just the quantity of debt— of services due to him— 
which he has not yet parted with for something else. It is the 
quantity of power of purchasing commodities he has over and 
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above what he has already expended. And the quantity of money 
a nation possesses is simply the quantity of accumulated industry 
it possesses over and above all commodities, but they have no 
relation whatever to each other. Now, money does not represent 
commodities, but it represents that portion of a man’s industry 
which is preserved for future use. Whatever a man earns is the 
fruit of his industry, money included ; and none of these separate 
items represents anything else, though it may be exchanged for 
other things. Now, the value of money depends upon its 
relations to what it represents, namely debt, and not to com- 
modities. If money or currency increases faster than debt or 
services due, it immediately causes a diminution of its value. 
If debt increases faster than money or currency, then the value 
of money is raised. The infallible consequence, therefore, of an 
increase of currency, without a corresponding increase of debt, 
is to change the existing proportion between debt and currency, 
and to cause a depreciation of the latter commensurate to the 
changed proportion. The necessary and inevitable consequence, 
then, of issuing vast quantities of paper currency on the assumed 
value of property, is simply to cause a total subversion of the 
foundation of all value and of all property, and to plunge every 
creditor into irretrievable ruin 

17. In fact, a moment’s consideration will shew that the 
theory of basing a paper currency on commodities involves this 
palpable contradiction in terms, that one can buy com- 
modities and also have the money as well. When 
a man buys commodities with money, he gives either a portion 
of his own industry represented by that money, or a portion of 
some one else’s industry who gave him the money. But it is 
quite clear that he cannot huy the commodities and keep Ms money 
as well. It is exactly the same with a nation. A nation cannot 
buy commodities and have the money it bought them with as 
well, which is the principle necessarily involved in issuing paper 
currency as the representative of commodities. But the money 
of the nation is the mode and form in which the accumulation 
of industry which has not yet been spent in commodities is 
preserved; and if a nation wants other commodities besides what 
it has got, it must pay for them either with money, or with the 
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goods it has already. The idea of basing paper currency upon 
commodities is just as wild and absurd as if England were to sell 
her cotton goods to America for coin, and then demand back her 
cotton goods. The only result of such an attempt carried out 
into practice must be the most tremendous convulsions, and 
destruction of credit and all monetary contracts 

18. Law, as we have seen, immediately saw through it, and 
exposed the ridiculous absurdity of Chamberlain’s proposal. His 
own was that the value of all the land in Scotland should be 
estimated at 20 years’ purchase, and that a parliamentary com- 
mission should be appointed with power to issue an inconvertible 
paper currency to that amount. He says — The paper money 
proposed will be equal in value to silver, for it will have a value 
in land pledged equal to the same sum of silver money that it is 
given out for. . . • This paper money will not fall in value, 
as silver money has fallen or may fall” 

19. We must, therefore, be careful to be just to Law. He 
was no advocate of an unlimited inconvertible paper currency. 
Quite the reverse. Bub seeing that a convertible paper currency 
could only be based upon bullion to a certain limited extent, 
preserving its equality in value with bullion, his idea was to base 
a paper currency upon some other article of value. And he 
thought that it might preserve its equality in value to silver on 
an independent basis. His idea was, that it is only necessary 
to have it represent some article of value. But this attempt was 
contrary to the nature of things. His paper currency, though 
avowedly based upon things of value, had exactly the same 
practical effects as if it had been based upon silver. It became 
redundant, and swamped everything. And the reason is plain. 
It was a violation of that fundamental principle we have 
obtained — ** Where there is no debt there can be no currency,'^ 
And the fresh quantities of currency issued on such a principle 
only represent the previously existing amount of debt, and then 
suffer a necessary diminution in value. The necessary and 
inevitable consequence, then, of issuing vast quantities of paper 
currency on the assumed value of property is simply to cause 
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a total subversion of the foundation of all value and of all 
property, and to plunge every creditor into irretrievable ruin 

20 , To give a full account of Law’s banking career in 
France would far exceed our limits, and to give an imperfect one 
would be of no use. We must, therefore, content ourselves with 
referring those of our readers who want information on the 
subject to our Dictionary of Political Economy^ Art. Banloing in 
France^ where a full account of Law’s scheme is given. It maybe 
suiScient to say that his career, like his writings, is divided into 
two distinct portions. His writings are on Banking and Paper 
Credit, and his scheme for Paper Money, which are quite 
distinct from each other. Nothing can be sounder, or more judi- 
cious than the first. He clearly saw that paper credit must be 
limited by specie — his scheme was to create a Paper Money, 
beyond the limits of Paper Credit based on specie, which he ex- 
pected would maintain an equality of value with specie. Multi- 
mdes of people have thought the same, and multitudes of people 
believe in it to the present hour. In 1705 the Parliament of 
Scotland fortunately turned a deaf ear to Law’s specious proposal 
of creating Paper Money based upon land. In 1855 the repre- 
sentatives of commerce in the same city which had rejected Law’s 
plan 150 years before memorialised the Government, and do most 
emphatically object to the plan of restricting the security (upon 
which the Paper currency is based) to the possession of gold alone, 
which is simply Lawism 

Nothing could be more extraordinary than the restoration of 
prosperity caused by the foundation of Law’s Bank in 1716. It 
is probably one of the most marvellous transitions from the 
depths of misery to the height of prosperity in so short a space 
of time in the annals of any nation. And, if Law had confined 
himself to that he would have been one of the greatest benefactors 
any nation ever had. It was only when after three years, he had 
attained the very pinnacle of success, that he determined to carry 
out his scheme of Paper Money, which was the famous 
Mississippi scheme 

The next example of Lawism was the Ayr Bank. The pro- 
prietors of this Bank were enormously wealthy, and, because they 
were so, they thought that their known wealth would sustain the 
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credit of any amount of paper issues. But, alas! their experience too 
fully and fatally verified the sagacity of the directors of the Bank 
of Scotland, who, in 1727, in answer to proposals for enlarging 
their credit, said — “ For the quota of credit in a banking company 
le ]pro;portionaU to the stock of specie in the nation, learned 
and understood by long experience, and not extended to a capital 
stock subscribed for, which cannot in the least help to support the 
company's credit, if the specie of the nation decay,” This 
doctrine contains the refutation Df many wild schemes, and the 
true plan of regulating a paper currency, is simply to discover how 
a certain proportion shall be maintained between specie and 
credit 


21. The third great outburst of Lawism took place in the 
same country that witnessed his first exploits. In preparation for 
it, Law’s ‘‘Money and Trade Considered” was translated into 
French in 1789, as if all the memory of the great catastrophe 
sixty-nine years before had perished. The National Assembly had 
confiscated the property of the Church, but, instead of yielding 
a revenue, it cost the nation ^2,000,000 a year more than it 
produced and in a few years augmented the public debt by 
£7,000,000. The property seized was valued at £80,000,000 
The expense of management required that it should be sold, but 
no purchasers could be found; for all persons in that terrible 
political earthquake wished to have their property in as portable 
a shape as possible, and few were willing to trust to a revolutionary 
title. In this dilemma, the municipalities agreed to purchase a 
considerable portion of it, in the first instance, and resell it in 
smaller portions to individuals. But, as there was not specie 
enough to complete the sale, they issued their promissory notes 
to the public creditor, to pass current until the time of payment 
came ; but when they became due, the municipalities had no 
means of discharging them. To meet them the Assembly, in the 
spring of 1790, authorised the issue of £16,000,000 of assignats 
on the security of the land. In September, further issues to the 
amount of £32,000,000 were authorised. The additional issues 
were warmly opposed by Talleyrand and other leaders, who 
predicted their depreciation; but Mirabeau strongly supported 
them, denying the possibility of their depreciation, saying — 
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** It is vain to assimilate assignats secured on ther solid basis of 
these domains, to an ordinary paper currency possessing a forced 
circulation. They represent real property, the most secure of all 
possessions the land on which we tread. Why is a metallic 
circulation solid ? Because it is based upon subjects of real and 
durable value, as the land which is directly or indirectly the 
source of all wealth. Paper money, we are told, will become 
superabundant ; it will drive the metallic out of circulation. Of 
what paper do you speak ? If of a paper without a solid basis, 
undoubtedly ; if of one based on the firm foundation of landed 
property, never. There may be a difference in the value of a 
circulation of different kinds ; but that arises as frequently from 
the one which bears the higher value being run after, as from the 
one which stands the lower being shunned— from gold being in 
demand — not paper at a discount. There cannot be a greater 
error than the terror so generally prevalent as to the over-issue 
of assignats. It is thus alone you will pay your debts, pay your 
troops, advance the revolution. Re-absorbed progressively, in 
the purchase of the national domainu, this paper money can 
never become redundant, any more than the humidity of the 
atmosphere can become excessive, which descends in rills, finds 
the river, and is at length lost in the mighty ocean ” 

23 . Although these assignats bore 4 per cent, interest, they 
had become depreciated in June, 1790 ; by June, 1791, they had 
lost one-third of their value. In September, 1792, further issues 
were decreed. The two preceding Assemblies had authorised 
assignats to the amount of 2,700,000,000 francs, equal to 
£130,000,000, to be fabricated, of which only 200,000,000 francs 
remained unspent. On the 11th of April, 1793, the Convention 
decreed six years’ imprisonment in chains to any one who bought 
or sold assignats for any sum in specie different to their nominal 
value, or made any difference between a money price and a paper 
price in payment of goods. Vain effort I In June the assignat 
had fallen to one-third of its value, and in August to one-sixth. 
The exchange with London fell exactly in a corresponding ratio 
with the depreciation of the assignat at home. In June, 1791, 
it fell to 23; in January, 1792, to 18; in March, 1793, to 14; in 
June, 1793, to 10; on the 2nd of August it was as low as 4i ; on 
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the 18th of October it had risen to 8 ; but after that it ceased to 
be quoted at all. Cambon, the Minister of Finance, proposed a 
further immediate issue of 800,000,000 of francs, equivalent to 
about £33,000,000, in addition to the quantity already issued. 
The public domains he calculated at £350,000,000. Hence upon 
the theory of Law and Mirabeau there was an ample margin, and 
the assignats should not have been depreciated below the value 
of silver ; and, in fact, according to them, it was impossible 
they should. Wonderful commentary upon the wisdom of the 
philosophers, who maintain that if a paper currency only repre- 
sents value^ it cannot be depreciated ! 

23. We must refrain from detailing the terrible misery 
caused by the forcible issue of assignats, which were legal tender 
at their nominal amount, the destruction of debts, the famine 
from the scarcity of provisions, the laws of the maximum, the 
penalty of death enacted against all who should keep back their 
produce from the market. All specie disappeared from the 
country and from circulation; those who possessed any, not 
deeming it secure from revolutionary violence, exported it to 
London, Hamburg, Amsterdam, and Geneva. But many persons 
stoutly maintained in pamphlets, that it was not the paper which 
was depreciated but the specie which had risen 

24. The intolerable misery caused by this state of things 
induced the Government which succeeded the Reign of Terror 
to make an attempt to withdraw a portion of the assignats from 
circulation by demonetizing them, that is, depriving them of their 
quality of money, and forcing their holders to receive payment 
in land for them. But when a man wanted to buy food to eat, 
what was the use of giving him land ? The report that a portion 
of the assignats were going to be demonetized sent down their 
value still lower, and a decree against it was obliged to be passed 
to appease their holders. All sorts of plans were devised to 
withdraw them from circulation ; lotteries, tontines, a land bank, 
where they were to be lodged and bear 3 per cent, interest. But 
the constant issue of them, required for the necessary payments 
of the State, rendered all such attempts useless 

VOL. ii. s 
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25. In January, 1706, the assignats in circulation amounted 
to forty-five milliards, or about £2,000,000,000, and the paper 
money had fallen to one thousandth part of its nominal value. 
The Government then determined to issue territorial mandate.% 
at the rate of 30 assignats to one mandate, which were to be 
exchangeable directly for land, at the will of the holder, on 
demand. The certainty of obtaining land for them made them 
rise for a short time to 80 per cent, of their nominal value ; but 
necessity compelled the Government to issue £100,000,000 of 
these mandates secured upon land, supposed to be of that value. 
This prodigious issue sent the mandates down to nearly the same 
discount as the assignats were, and, consequently, as one mandate 
was equal to 30 assignats, the latter had fallen to nearly the 
thirty-thousandth part of their nominal value. At length on the 
IGth of July, 1706, the whole system was demolished at a blow. 
A decree was published that every one might transact business 
in the money he chose, and that the mandates should only be 
taken at their current value, which should be published every 
day at the Treasury. Two days afterwards it was decreed that 
the national property remaining undisposed of should be sold 
for mandates at their current value. As a matter of course the 
public creditors received payment of their debts in the same 
proportion 

26. No sooner, however, was this great blow struck at the 
paper currency, of making it pass at its current value, than 
specie immediately reappeared in circulation. Immense hoards 
came forth from their hiding places; goods and commodities 
of all sorts being very cheap from the anxiety of their owners 
to possess money, caused immense sums to be imported from 
foreign countries. The exchanges immediately turned in favour 
of France, and in a short time a metallic currency was 
permanently restored. And during all the terrific wars of 
Napoleon the metallic standard was always maintained at its 
full value 

27. One thing, however, we cannot help noticing. Wlien 
describing the history and effects of the assignats, nothing can 
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bo more clear and correct than the narrative of Sir Archibald 
Alison. He sees clearly that a difference in value between the 
assignat and specie was truly a discount, or fall in the value of 
paper. Thus he says :* 

“ Tliey for some time maintained their value on a par with 
the metallic currency. By degrees, however, the increasing issue 
of paper currency produced its usual effect on public credit ; the 
value of money fell, while that of every other article rose in a 
high proportion, and at length the excessive inundation of 
fictitious currency caused a universal panic, and its value rapidly 
sank to a merely nominal ratio. Even in June, 1790, the 
depreciation had become so considerable as to excite serious 
panic ” 

Again, spealdng of 1791, p. 305 — 

“ Public and private credit had alike perished amidst the 
general convulsions. Specie had disappeared from circulation. 
The assignat had fallm to a third of its value— [This is not quite 
correct ; at this time the assignat had lost one-third of its value, 
not fallen to one-third of it] — and occasioned such an amount 
of ruin to private fortunes that numbers already wished for a 
return to the ancient rigirm 

“While the unlimited issues of assignats, at whatever rat& of 
discount they might pass, amply provided for all the present and 
probable wants of the Treasury, the vast and increasing expendi- 
ture of the Eepublic could only, amidst the total failure of the 
taxes, be supplied by the issue of assignats ; and this, of course, 
by rendering paper money redundant, lowered its value in ex- 
change with other commodities, and occasioned a constant and 
even frightful rise of prices 

“All the persons employed by Government, both in the civil 
and military departments, were paid in the paper currency at 
par ; but as it rapidly fell, from the enormous quantity in circu- 
lation, to a tenth part, and soon a twentieth of its real value, the 
pay received was merely nominal, and those in receipt of the 
largest apparent incomes were in want of the common necessaries 
of life. Pichegru, at the head of the army of the North, with a 

• History of Europe, Vol. II„p. 219, 7ih Edit. 

B 2 
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nominal pay of 4,000 francs a month, was in the actual receipt, 
on the ■Rhine in 1795, of only 200 francs, or £8 sterling of gold 
and silver 

“The funds on which the enormous paper circulation was 
based embracing all the confiscated property in the kingdom in 
land, houses, and moveables, were estimated at fifteen milliards 
of francs, above £600,000,000 sterling; but, in the distracted 
state of the country few purchasers could be found for such 
immense national domains; and, therefore, the security for all 
practical purposes was merely nominal. The consequence was 
that the assignat fell to one-twelfth of its real value ; in other 
words, an assignat for 24 franca was worth only 2 francs ; tliat is, 
a note for a pound was worth only Is. 8d. 

“Roreign commerce having begun to revive with the cessation 
of the Reign of Terror, sales being no longer forced, the assignat 
tras hmight info comparison with the currency of other countries, 
and its enormous inferiority precipitated still further its fall 

“ By no possible measure of finance could paper money, worth 
nothing in foreign states, from a distrust of its security, owd 
redundant at home from excessive issue, be maintained at anything 
like an equality with gold and silver. The mandates were, in 
truth, a reduction of assignats to a thirtieth part of their value ; 
but, to be on a par with the precious metals, they should have 
been issued at one-thousandth part, being the rate of discount to 
which the original paper had now fallen 

“ The excessive fall of the paper at length made all classes 
perceive that it ivas in vain to pursue the chimera of upholding 
its value. On the 16th July, 1796, the measures, amounting to 
an open confession of a bankruptcy which had long existed, were 
adopted" 


28. We have quoted these passages for the purpose of 
shewing how completely Sir Archibald Alison, when he is 
speaking of the paper currency in France, acknowledges the 
great principle that the value of the paper currency is only to be 
estimated at the value it will purchase in specie, that the measure 
of the difference between the real and the nominal value is its 
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dpprcciaUony and that a payment in coin at the current value of 
the paper currency is a MTational Bankruptcy. Yet, such 
is the amazing inconsistency of this writer, that when he comes 
to speak of the paper currency of England, which exhibited 
exactly the same phenomena, only on a smaller scale, he reso- 
lutely denies that it w’'as depreciated. When the French assignat 
had lost one-third of its value compared to specie, in 1791, he 
acknowledges that it was depreciated; when the Bank of England 
note in 1811 had lost one-fourth of its value compared to specie, 
it was not the note which had fallen, but gold which had risen ! ! 
When assignats were made legal tender in France at their 
nominal value, specie disappeared from circulation. Sir Archibald 
Alison estimates the depreciation of the assignat by the difference 
between the current and the nominal value of the assignat ; but 
when the Bullion Committee estimated the depreciation of the 
Bank note by the difference between its nominal and its current 
or market value, he reads a homily to them upon their ignorance 
and folly, talks of the ‘‘general delusion which so long had 
prevailed upon the subject, when it is recollected not only that 
the true principles of this apparently difficult, but really simple 
branch of national economy, which are now generally admitted 
were at the time most ably expounded by many men both in and 
out of Parliament, but that, in the examination of some of the 
leading merchants of London before the Parliamentary Com- 
mittee on the subject, the truth was told with a force and 
precision which it now appears surprising any one could resist.” 
This truth, which was told with such irresistible force and 
precision, was that twenty-seven was equal to twenty-one I He 
then acknowledges that it w^as a national bankruptcy of the 
French Government to pay its notes with a less amount of speefo 
than their nominal value ; but nothing can exceed the bitterness 
of his invective against the Currency Act of 1819, which pro- 
vided that the Bank of England should pay its notes at their full 
nominal value in specie. Just as if it was less a bankruptcy to 
pay 155 . in the pound than to pay l5. in the pound. He sees 
clearly that in IVance the paper currency is to be estimated by 
the value of gold ; but in England he maintains that gold is to be 
estimated by the value of the paper currency ! ! Just as if the 
eternal truths of science are different on different sides of the 
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Channel, or that they are reversed according to the language 
they are expressed in ! 

29 . Sir Archibald Alison’s doctrines, when he spoahs of 
English and the French inconvertible paper currency, are clearly 
inconsistent. He fully allows that any difference betnoen the 
nominal and the current value of the assignat was a depredtttion 
of the assignat. He never dreams of saying that the paper 
assignat was the standard, and that the com had risen in vaiiu'. 
But when he discusses the question of — IVliat is a jwund ? ho 
says — “In truth, a pound is an abstract measure of value just as 
a foot or a yard of length, and different things hare at diffiTcnt 
periods been taken to denote that measure, according as the 
conveniency of men suggested. It was originally a pound weight 
of silver, and that metal was, till the present century, the 
standard in England, as it still is in most other countries. When 
gold was made the standard, by the Bank being comiiellcd by the 
Act of 1819 to pay in that metal, the old word denoting its 
original signification of the less valuable metal was still retained. 
Daring the wai', when the metallic currency disappeared, the 
pound was a Bank of England pound note — the standard was the 
paper — for gold was worth 28s. the pound, fiom the demand for 
it on the Continent.” It is scarcely necessary to point out the 
ridiculous absurdity of this passage. The pound an abxtract 
thing indeed! Our ancestors had very few abstract ideas at all, 
and certainly an abstract idea of a pound was not one of them. 
They meant nothing abstract, but, on the contrary, a very 
substantial pound weight of silver bullion, and nothing else. 
To say that a paper pound was the standard during the war is a 
misconception of the fact. Instead of a “ promise to pay ” on 
demand, the Bank note during the war was a “promise to pay 
specie six months after peace.” It is not true that gold during 
the war was worth 28s. paid in silver money, but only in 
depreciated Bank notes. But Sir Archibald Alison admits that 
an excessive issue of paper would have dejireciatcd the Bank 
note, but he of course denies that the issues were e-xccKsive. 
Now, as a depreciation from an excessive issue could only be 
manifested by a continuous rise of gold above 28#. the pound, 
it would be difficult to understand where the turning point would 
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bp at which the dopreciatieii would commence. At what figttre 
should we hare to reverse our expression— at what figure are 
we to say that gold has ceased to rise and pajH-'r begun to 
full ? 

30. Such is a plain statement, founded upon incontrovertible 
facts, of the results of the greatest experiment the world ever 
saw of issuing a paper currency secured upon commodities or 
property — the most complete example of iLawism. When the 
iasues of assignats were at their height, they were certainly not 
anything equal to the value of the fee-simple of Prance expressed 
in silver money. And, according to the predictions of Law and 
Mirak'au, it was a matter of impossibility that they should ever 
iH'pomc depreciated, and what was the result f Even though the 
experiment was not carried out to its fullest extent, the value 
of the paper assignat sunk to one 30,00Uth part of its value in 
silver! Tliere were 2,'100 millions of promises of mandates 
issued against projicrty valued at 3,785 millions, and yet, in 
July, nufj, the note for 100 livres was only 5 centimes! Such 
was the inevitable consequence of basing a paper currency upon 
projwrty or securities, and such it must ever be, because, if such 
issues are once begun, there is no legitimate couclusiou whatever, 
until all the property in the country is coined into notes. Pass 
the legitimate limits of a circulating medium by one hair’s 
breadth, and there is no logical conclusion but in the French 
assignats 

31. The next example wc .shall cite is the Bank of Norway, 
which was founded on the Mth .liiiie, with its head office 
at Drontheim and branches in the provincial towns.* Its capital 
was originally raised hy a forced loan or tax upon all landed 
property, and the lamlholders liecamc shareholders according to 
the amount H of their respective payments. This Bank was 
especially for the purpose of forwarding agricultural improve- 
ments, and only diacounted mercantile bills and personal 
securities, as a secondary part of its business. Its principal 
busiiicsH consisted in advancing its own notes upon first securities 
over land, to any amount not exceeding two-thirds of the value 

• iMtins'* Kvrwav.S’ 1 ®*- hibmrg. 
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of the property according to a general valuation taken in the 
year 1812. The borrower paid half-yearly to the Bank the 
interest of the sum that may be at his debit, at the rate of 
4 per cent, per annum, and is bound also to pay off 5 per cent, 
yearly of the principal, which is thus liquidated in twenty years. 
Mr. Laing bestows great commendation upon this institution, 
and describes it as well-imagined and well-managed, and there 
cannot be a better example to test the truth of Law’s principle. 
We must bear in mind that Law expressly declares that on his 
principle his jpaj)er cutmxcy would not fall lelow the value of 
silver, ’‘Now, let us mark what took place with regard to the 
Bank of Norway, which was founded purely on his principles. 
By the fundamental law of this Bank it should, after a certain 
time, have begun to pay its notes in specie, but in 1822 they 
could only be exchanged at Hamburg for silver at the rate of 
187^ dollars in paper for 100 dollars in silver ! ! That is, in six 
years the notes had fallen to about 45 per cent, discount ! Was 
there ever a more striking or conclusive example of the entire 
fallacy of Law’s predictions than this Bank? < In 1822 the 
Storthing passed a law that the Bank should only be compelled 
to give 100 silver dollars for every 190 paper dollars, but that 
the directors might at their own discretion reduce the rate to 
175, without a new law. In 1824 the value at ITamburg rose to 
145, in 1827 it rose to 125, and in 18t55, when Mr. Laing wrote» 
it stood at 112, which could only have been done by a contracti(m 
of its issues. Now, it is quite evident that if the Bank hud been 
called upon to pay its notes at par at any moment, it would 
infallibly have been ruined. This happened in Paris in 1808, 
when the Land Bank stopped payment, and J. B. Say observes 
that all banks founded upon this principle have uniformly 
failed 


32. The last example we shall cite is the case of America. 
That country was unhappily deeply bitten with the currciu^ 
mania of basing issues of paper on securities.” In most of the 
States the Legislature passed Acts permitting any individual or 
any banking associations to issue notes to any amount, upon 
depositing with a “public comptroller” securities of equivalent 
value. These “ securities ” might he public stock, or mortgages 
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uptm iinprovf'd, pnidm-tivc, nnd niicncuniborcd laiuls.* Now, as 
“.'Jftntniifs'’ rfinainod the property of the vendors, and 
they miirht apiiropriiite the revenues fmni them as lonfj as pay- 
ment of the notes was not demanded from the eomptroller, people 
saw that they might derive a proiit from the ac‘onrity as well as 
fr«»m the currency which represented its value. There was, 
neenrdingly, a prodigious rush to deposit seonrities — an enormous 
issuo of paper, during the years 1884-86-86. The prices of every- 
thing rose immensely. The people of tlie Western States, with, 
their “ pockets full of pajicr currency, gave very large orders for 
giKsls to the merchants of New York, Boston, and Philadelphia, 
who duly executed them. The hills given for the purchases were 
payable in these eustt'rn cities ; and, when the western debtors 
vumf to their own kinkt'rs for hills (tf exchange on these places, 
in ndtirii for their own local currency, the bankers discovered 
that their home cusfomera had bought more from the eastern 
cities than 1 hey had sold ; that they had alretidy drawn on the 
east for every dollar which the cast was indebted to them, and 
ctmld draw no more. The westoru merchants then sent Uioir 
own currency notes to the eastern cities in payment, but, nnfor- 
tunaUdy for them, the merchants there had already paid all they 
owed to the west, and nobody in New York or Philadelphia 
wanted western notes for any purpose of use, and nobody was 
disitosed to travel 600 or 700 miles to request the cashiers of the 
Wi-stem States t<> pay their notes, or in those .States in which 
security hsid Iwcn given, to require the comptroller to sell the 
pledged securities and imy them the money produce. Moreover, 
every one knew that it was physically impossible in cither case to 
obtain the amount in money, for there was no currency in which 
the ]»ledged projicrty when sold could have been paid, except 
Bunk notes resting on securities, or on the mere pnmuse of the 
hanker." In the meantime the usual effects followed, specie 
disapjieared from circulation. The extended paper issues led the 
Americans to order immense quantities of go<Hls from Europe, 
and, prices Iwing very high from the bloated jiaisw currency, 
they could send no goods in return to l»»y for them. For some 

* A vf*ry amnmt of tha currenry of lh« TTnUed is givon 
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time they sent over great quantities of tlicir stock, but this 
became superabundant, and at last no one in Europe would buy 
it. It became necessary then for them to pay their debts in 
specie; but specie there was none. In 18,17 all the banks in 
America, without exception, stopped payment. The general 
suspension began at New York on the 11th May, and spread in 
every direction. In May, 1838, the New York banks resumed 
specie payments, which wore followed by all the New England 
banks in August, 1838. This was followed by the banks in 
Philadelphia, and on the 1st January, 1830, the banks throughout 
the Union professed to do so. No sooner, however, wcni they 
set up again than they resumed the same wild operations on 
credit, and on 9th October, 1839, out of 850 banks in the Union 
343 suspended payment entirely and 62 partially. On this 
occasion the New England banks were honourably distinguished; 
they had gathered wisdom ; and out of 198 banks in New York 
only four stopped ; whereas, in the Southern and Western States 
about two out of three stopped. The United States Bank, with 
a paid up capital of £7,000,000, was found to bo utterly 
insolvent; its shares, which were at 123 dollars on the llth 
August, 1838, were at 3 dollars in January, 1812. This uas the 
fifth grand experiment of Lawism, pure and unaduUorated, on 
the most magnificent scale, and such was the result ! 

83 . All ideas, therefore, of basing a pajicr ciirrenoy upon 
property, or commodities, are essentially erroneous, and (*an 
have no other possible termination, if only carried out to their 
legitimate consequences, than what happened in Prance in 1796 
and America in 1837-39. There is one species of property, how- 
ever, which, from its being more nearly confounded witli money 
in the public ideas than any other, is supposed by many |HTSoim, 
who would repudiate any imputation of being disciph‘8 of Law, 
to be a sound basis for a paper currency. This property is public 
stock. A very prevalent idea is, that all banks of issue should 
give security by purchasing the public funds, and then dcrpohiii 
the stock with a Government officer. But what is this but the 
wildest, rankest, and most odious Lawism ? The rule that is 
good for one is good for all. If the public funds are a proper 
basis for £1,000 of paper currency, they must of necessity be a 
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good basis to their whole extent. If one hank or banker is 
allowed to issue paper on the security of stock, every other one 
must bo permitted to do the same, until the whole funded debt 
of Great Britain is coined into paper notes. If £100 of public 
debt is coined into £100 of notes, we must, by an irresistible 
conclusion, have £800,000,000 of public debt coined into an 
equal quantity of notes. The principles of basing a paper 
currency upon land, and upon the public funds, are absolutely 
identical and equally vicious. To permit a man to ^end his 
money in buying part of the public debt, and to have it as well, 
in the form of notes, is as rank an absurdity as to permit him to 
spend it in land, and also have it as notes. The only advantage 
one has over the other is, that the funds are more easily con- 
vertible into money than land is. The same is true of a nation 
as an individual — that a nation can spend its money in destroying 
its enemies and have it too as bank notes, or “ currency,” is a 
wild and mischievous delusion 

34. The drift of those remarks is evident. The whole 
constitution of the Bank of England is fundamentally vicious. 
It is as complete an example of pure Lawism as the French 
assignats or the American banks. It gave its original capital to 
Government, and then was allowed to have it in the form of 
notes. The first public debt was Bank of England stock, and for 
several of the early additions to its capital, i.e., tne public debt, it 
was allowed to issue notes to the exact amount of its capital, and 
this permission still continues. Now, if this system had been 
carried out to its legitimate conclusion, the National Debt and 
the capital of the Bank of England would have been the same 
thing, and the paper notes of the Bank would have been nearly 
£800,000,000. ‘When it was founded the nation thought they 
might spend £1,200,000 in destroying the French, and have 
them too as Bank notes. But, if this principle had been carried 
out much further, it would have ended in fatal and universal 
ruin 


36. The fundamental principle of the Bank of England was, 
therefore, as erroneous as that of the Mississippi scheme, the Ayr 
Bank, the French assignats, or American banking; but as, in all 
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these cases, the mischief is not developed until the issues exceed 
a certain limit, the radical vice of the Bank of England has neon 
prevented from producing its inevitable consequences by rigidly 
restraining it to that single instance. But then this vice was 
kept down by a most unjnstifiable monopoly, which was the chief 
cause of those tremendous banking catastrophes which have 
desolated England, and which has, until of late years, prevented 
a sound banking system being founded 

On the Theory of lasing a Paper Gin rency on the Discount 
of Gominn'cial Bills 

36. We trust that the preceding remarks are absolutely 
conclusive as to the fundamental fallacy of Lawism of all forms 
and descriptions, by which we mean the theory of basing issues 
of paper on property or commodities, whether the public funds, 
or land, or any moveable goods. We must now examine a much 
more subtle and plausible theory, which was the guiding principle 
of the Bank of Ireland and the Bank of England during the 
restriction, and which was adhered to by a large majority of the 
commercial world j nor are we aware of any refutation of it on 
philosophical grounds, except the one in the Bullion Report, 
which we shall quote and comment upon. This theory was first 
prominently brought forward before the Committee on the Irish 
Currency in 1804, and we have quoted it elsewhere. The Bullion 
Committee express it in the following words — 

" The Bank directors, as well as some of the merchants wlio 
have been examined, shewed a great anxiety to state to your 
Committee a doctrine, of the truth of which they professed 
themselves to bo most thoroughly convinced — that there can be 
no possible oxci'ss in the issue of Bank of England paper, so 
long as the advanecs in which it is issued are made upon the 
principles which at present guide the conduct of the directors ; 
that is, BO long as the discounts of mercantile bills are coniiued 
to paper of undoubted solidity, arising out of real commercial 
transactions, and payable at short and fixed periods” 

37. The germ of this doctrine is to be found in Adam 
Smith, who says — “ When a bank discounts to a merchant a real 
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bill of exchange, drawn by a real creditor upon a real debtor, and 
uhich, ns soon as it becomes due, is really paid by that debtor, 
it only advances to him a part of the value, which he would 
otherwise be obliged to keep by him unemployed, and in ready 
money for answering occasional demands.” It was first promi- 
nently brought forward as a practical rule by the Irish Bank 
directors in 1804. The Committee of that year did not attempt 
to deal with this theory ; but the witnesses examined before the 
Bullion Committee reproduced it, and alleged that it was the 
principle by which the Bank of England regulated its issues 
during the restriction. The directors of the Bank allowed that 
before the restriction they were compelled to regulate their issues 
by a drain of gold on them for exportation ; when that check was 
removed, the controlling power was lost ; and, indeed, one of the 
directors stated that, in his opinion, that was one great merit 
of the restriction, that they were no longer obliged to adhere to 
their former rules. The Bullion Committee, however, decidedly 
condemn these opinions. They say, speaking of the consequences 
of the Restriction Act — 

“ By far the most important of these consequences is, that 
while the convertibility into specie no longer exists, as a check to 
an over-issue of paper, the Bank directors have not perceived 
that the removal of that check rendered it impossible that such 
an excess might be issued by the discount of perfectly good Ulls. 
So far from perceiving this, your Committee have shewn that 
they maintain the contrary doctrine with the utmost confidence ; 
however it may be qualified occasionally by some of their ex- 
pressions. That this doctrine is a very fallacious one, your 
Committee cannot entertain a doubt. The fallacy upon which it 
is founded lies in not distinguishing between an advance of 
capital to merchants and an additional supply of currency to the 
general mass of circulating medium. If the advance of capital 
only is considered as made to those who are ready to employ it 
in judicious and productive undertakings, it is evident that there 
need be no other limit to the total amount of advances than 
what the means of the lender and his prudence in the selection 
of borrowers may impose. But, in the present situation of tlie 
Bank, entrusted, as it is, with the function of snpplying the 
public with that pajicr currency which forms the basis of our 
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circulation, and, at the same time, not subjected to the liability 
of converting the paper into specie, every advance which it 
makes of capital to the merchant in the shape of discount 
becomes an addition also to the mass of circulating medium. 
In the first instance, when the advance is made by notes paid in 
discount of a bill, it is undoubtedly so much capital, so much 
power of making purchases, placed in the hands of a merchant 
who receives the notes ; and, if these hands are safe, the operation 
is so far, and in this, its first step, useful and productive to the 
public. But as soon as the portion of circulating medium in 
which the advance was thus made performs in the hands of him 
to whom it was advanced this, its first operation as capital — as 
soon as the notes arc exchanged by him for some other article 
which is capital, they fall into the channel of circulation, as so 
much circulating medium, and form an addition to the mass of 
currency. The necessary effect of every such addition to the 
mass is to diminish the relative value of any given portion of 
that mass in exchange for commodities. If tlie addition were 
made by notes convertible into specie, this diminution of the 
relative value of any given portion of the whole mass would 
speedily bring back upon the bank which issued the notes as 
much as was excessive. But if by law they are not so convertible, 
of course this excess will not be brought back, but will remain in 
the channel of circulation until paid in again to the bank itself, 
in discharge of the bills which w^cre originally discounted. 
During the whole time they remain out, they perform all the 
functions of circulating medium, and before they come to be paid 
in discharge of those bills, they have already been followed by a 
new issue of notes, in a similar operation of discounting. Each 
successive advance repeats the same process. If the whole sum 
of discounts continues outstanding at a given amount, there will 
remain permanently out in circulation a corresponding amount 
of paper; and if the amount of discounts is progressively 
increasing, the amount of paper which remains out m circulation 
over and above what is wanted for the occasions of the public 
will progressively increase also ; and the money prices of com- 
modities will progressively rise. This progress may be as indefinite 
as the range of speculation and adventure in a great commercial 
country 
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38. Such is the reasoning of the Bullion Eeporb, to shew 
the fallacy of the rule of the directors. We are not aware of any 
other attempt to refute it so elaborate as the one given. The 
conclusions are perfectly just, but the expressions are in some 
respects ambiguous, in some inaccurate; and, altogether, the 
reasoning is inadequate to effect its purpose of demonstrating 
the fallacy of the doctrine. In the first place, the expression 
*^good bills” is one which we shall shew is full of fallacy. The 
Eeport has further been clouded by the false distinction between 
‘‘capital” and “ circulating medium.” Again, it says the necessary 
effect of every addition to the mass of the currency is to diminish 
the value of the whole, which assertion is entirely erroneous, 
because the value of the currency is always proportionate to the 
work which it has to do ; and it is only a change in the proportion 
between the currency and the work that it has to do that causes 
a change in its value. The Committee wore further in great 
error in supposing that so small an amount as could be added to 
the circulating medium in so short a time as during the currency 
of the bills that were discounted could have any general effect on 
prices 


39. We shall find that, by starting from our fundamental 
definition of currency, as transferable debt, and that the value 
of the currency depends upon the quantity of transferable debt 
which it represents, the fallacy of this theory can be demonstrated 
with groat ease and simplicity, and the mischievous consequences 
wliich followed from it explained. When the merchant A comes 
to the bank to discoimt the acceptance of B, it is a sale of the 
d(d)t to the bank. The bank buys a debt payable at a fixed time 
after date, with its notes, which are so many small debts payable 
to bearer on demand, wdiile the notes are convertible. The trans- 
action is simply an exchange of debts. At the appointed time it 
is B.’s duty to take a quantity of currency to the bank, and 
discharge his debt. He does ibis either in coin or in the bank’s 
own notes. If he pays his own debt by the bank’s notes, it is 
simply a re-exchange of debts between him and the bank ; ha 
extinguishes his own debt to the bank at the same time an equal 
quantity of the bank’s debt is taken out of circulation and 
extinguished; consequently, the proportion existing previously 
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letwoen the currency and the quantity of debt it represents 
remains unaltered. If the merchant discharges his debt partly in 
coin and partly in bank notes, or wholly in coin, the same result 
follows ; the notes which remain out in circulation still represent 
the same amount of capital. But let us suppose that the acceptor 
fails to meet his engagement, and cannot pay his debt. Then 
the debt due io the bank is lost and extinguished ; but the debt 
against the bank remains ; and the bank, whilst the notes are 
payable to bearer on demand, must pay this debt out of its 
remaining capital. Still, however, though this is loss of capital 
to the bank, as the notes are taken out of circulation, the value 
of the notes remaining in circulation will not be affected. But 
now let us suppose the notes to be inconvertible, then, as before, if 
the acceptor pays the debt, the notes will be taken out of circula- 
tion, and extinguished simultaneously with the debt which they 
purchased, and the value of those remaining in circulation will 
not be altered. But suppose that the acceptor fails, and cannot 
pay his debt, then that debt is extinguished, but the notes which 
purchased it remain in circulation, and are a mere addition to the 
circulating medium already existing, without any corresponding 
addition to the debt or capital which it represents. It would 
have exactly the same practical effects as if for every good bill of 
£1,000 the bank were to issue an excess of currency, say £1,500 
for example, and when the bill was paid only £1,000 would be 
taken out of circulation, and the remainder, £500, would remain 
in circulation. This residuum, as we may call it, would go in 
diminution of the value of the remainder, exactly in the same 
way as a constant increase to the gold currency would gradually 
cause a diminution in its value. Every such operation, therefore, 
alters the proportion between the currency and the capital, or the 
debt it represents; and though, no doubt, a few unsuccessful 
operations of this sort would not have any sensible effect in 
changing its value, yet a repeated succession of them must ne- 
cessarily do so ultimately, just as adding a drop to water in a 
bucket may nob perceptibly increase the height of the w^ater, yet 
a continued series of drops will at length cause the water to 
overflow the bucket; so a continued series of such operations 
under an inconvertible paper currency must necessarily result in 
a serious diminution in the value of the whole 
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40. But it may happen that even though the merchant 
pays his debt, and no loss of capital ensues to the bank, yet it 
may be a loss of capital to him. Thus, when he bought the 
goods on credit, and gave his acceptance for them, which was 
purchased by the bank, he meant to employ these goods as 
capiUtU that is he bought them merely for the purpose of selling 
them again, with a profit. If he succeeds in this object, and 
sells them to advantage, he pays his acceptance out of the proceeds 
realised by the goods, and his capital is increased more or less, 
according to the greater or loss advantage he sells them at. But 
if he has made a miscalculation, and sells the goods at a loss, he 
must still make good his debt to the bank out of his remaining 
capital : and such a transaction is a loss of capital to him. But 
every loss of capital to an individual is a loss of capital to the 
whole community.* And the great general result to the community 
is absolutely the same, whether the loss of capital falls upon the 
individual or upon the bank. The capital of the nation is 
diminished, but the currency remains the same. Consequently, 
every unsuccessful operation in trade alters the proportion 
between the quantity of the currency and the quantity of 
the debt, or the capital it represents ; and, therefore, every 
unsuccessful operation necessarily tends to diminish the value 
of the whole currency, unless some means can be devised 
by which a quantity of currency can be removed from cir- 
culation corresponding to the loss of capital* Now, the 
diminution in the value of the curi'ciicy inevitably shews 
itself in pr 0 (‘css of time, by a general rise in prices. It may 
do so gradually and imperceptibly at first— in the hourly 
variations of prices, it may not, perhaps, be perceived at^ first 
just as when the waves are breaking upon the shore, it is impos- 
sible to tell whether the great tide is advancing or receding ; but 
if it continues for any length of time, all traders begin to feel 
it instinctively. It is impossible, perhaps, to point out the precise 
influence in any particular transaction ; but yet it makes itself 
felt in commercial operations by a general rise in prices. The 
fact is, that when the operation was done, and the product 

* B. Say has also remarked this — “ XJxx mauvais specTilateiar est aussi fatal 
k la prosperity gyn^ral dissipateur.”— d^Economie Politique, jp. 446. 
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exposed for sale, it was expected and calculated that a certain 
portion of currency would be appropriated to its purchase. But, 
if people do not want the article, they will not appropriate that 
portion of currency to its purchase ; the producer loses his 
capital, and the currency remains in circulation. And the in- 
creased quantity of it gradually enters into the prices of other 
commodities, aggravating them, and swelling them up. Now, 
when this is the case, when the currency is made of a material 
which has a universally acknowledged value, nature herself 
provides a remedy. When commodities rise in price m this 
country beyond their prices in foreign countries, besides the cost 
of transporting them here, they will be imported, and the extra 
quantity thrown upon the market diminishes their price, both by 
altering the ratio of supply and demand, as well as by removing 
the quantity of currency necessary to pay for them from circu- 
lation, until the general equilibrium is again restored between 
prices, currency, and capital. But, if the currency be made of a 
material which has no value whatever, like paper, this great re- 
storing process of nature cannot take place. The quantity of 
currency remains the same, while the debt it represents is 
diminished. The consequence is a general diminution in value 
of the whole currency — all the portion of the currency which has 
value as a material is driven out of circulation ; then follows 
a great rise in the market price of bullion, and, as a necessary 
consequence, a fall in the foreign exchanges 

41, The foregoing considerations enable us to aflBx a definite 
and specific meaning to a phrase which is now in constant use, 
but which we have never yet seen any attempt to explain. All 
discussions upon currency are full of misty and vague expressions 
about excessive issues,’’ over-issues,” but we have never seen 
any attempt to define what an ‘‘ over-issue ” is. Now, ‘'over- 
issues” in general, must consist of specific instances of “over- 
issues ” in particular cases. Where is the use or the .sense of 
casting vague and indefinite accusations against the Bank of 
making “excessive issues,” unless the person who makes the 
charge is prepared to point out specifically which issues are ex- 
cessive, and which are not ? Now, the meaning which we affix 
to an “excessive issue” or an “over-issue,” is an advance upon 
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an unsuccessful operation, or the '‘purchase of a bad debt/' 
Every quantity of currency advanced to promote an unsuccessful 
operation, or which purchases a bad debt, alters the proportion 
between the currency and the debt, or the capital it represents. 
Each specific instance, then, of such an operation, is an “ over- 
issue,” and the expression “over-issue,” or “excessive issue,” has 
no other meaning 

43. The foregoing considerations also shew the complete 
fallacy of the theory we have been discussing, of issuing notes 
upon “good bills.” In a banker’s sense, a “good bill” means 
simply a bill which is duly paid by the proper party at maturity. 
It is not the smallest consequence to him, whether the transac- 
tion out of which the bill originated is a profit or loss to the 
person who incurred the obligation, as long as he is paid. But 
if the expression “ good bill ” be taken in a more extended 
and philosophical sense, to denote a biU upon which it is safe 
to issue currency, it is a very different matter indeed, for 
then a “ good bill ” can only mean one generated by a successful 
operation 


43. It is not a little remarkable that Adam Smith adopts 
both the theories of paper currency, which have imposed so exten- 
sively on the banking and mercantile world, and that within a 
very few pages of each other. The one theory, that which the 
Bank Directors and merchants adopted in 1810 ; the other, which 
is the great currency fallacy of the present day. The two 
theories are utterly irreconcilable and inconsistent with each 
other ; the one necessarily leads to the most excessive over-issues 
and depreciation of the paper currency ; the other, if carried out 
in all integrity, would be utterly destructive of the business of 
banking 


44. What, then, is the only true foundation of a paper cur- 
rency ? Every consideration of sound reasoning and science, 
proves that the only true foundation of a paper currency is that 
substance which is the legal or universally accepted representa- 
tive of Debt, i.e., of services due, whatever that substance be. 
Now, among all civilised nations, gold or silver bullion is the 

T 2 
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acknowledged representative of debt. Consequently, gold or 
silver bullion is the only true basis of a paper currency. Amoug 
all civilised nations the tveigM of htilhon is tho acimowledged 
meamre of value, and, consequently, bullion is the only true basis 
of the promises to pay.” Many unthinking persons declaim 
against the absurdity of founding a paper currency upon the 
commodity of gold bullion rather than any other commodity, such 
as wheat, or silk, or sugar. But it is not as a commodify that 
bullion is the basis of a paper currency, but as the substance 
which is the accepted representative of debt It would be perfectly 
possible to make a yard of broadcloth, or a Dutch cheese, the 
symbol of debt, and the measure of value ; then broadcloth or 
Dutch cheeses would be the only true basis of a paper currency ; 
and to issue paper upon the basis of bullion would, in such a case, 
be as improper as to issue paper on the basis of broadcloth, or 
Dutch cheeses, under existing circumstances. But all nations are 
agreed that bullion is better fitted by nature for such a purpose 
than broadcloth, or Dutch cheeses ; and, consequently, as it seems 
to be the substance pointed out by nature herself for representing 
debt, it is the substance which forms the only true basis of a 
paper currency 

46. Bullion, then, as the symbol of debt, is not only the sole 
proper basis of a paper cun-ency, but is the only true regulator of 
its amount. As all paper currency is a ‘^promise to pay” gold 
or silver bullion at some definite time, it is quite evident that the 
promises to pay ” floating in a nation must bear some proportion 
in quantity to the actual quantity of the bullion. It is quite im- 
possible to fix any definite proportion, because that depends upon 
a multitude of peculiar circumstances. Experience is the only 
guide on the subject 

46. Specie and credit, or money and promises to pay money, 
then, form the only true circulating medium or currency, and 
they are its limits. If the limits of specie and credit are once 
transgressed, we plunge at once into the dread abyss of Lawism, 
and there is no logical goal till we arrive at the assignats of 1796, 
or the issues in America in 1837 ; and even these did not reach 
the full limits allowed by the theory. It is impossible to exceed 
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the boundaries of money and credit by a single iota, without 
involving this absurdity — that we can buy a thing and Jceep the 
yrice of it as well 

47. Money and credit, then, must always increase and decrease 
together. If a man’s real capital is reduced from £1,000 to £100, 
it is quite clear that he cannot safely keep in circulation as many 
promises to pay as when he had £1,000, and if his real 
capital is leaving him, he must reduce his liabilities in a similar 
proportion. If he chooses to spend £500 in buying commodities, 
such as corn, it is quite clear he cannot spend the money, buy 
the commodity, and have the price as well. Now, what is true 
of a single individual is equally true of a bank, or of a nation. 
When an ordinary bank feels a drain upon its bullion, it must 
reduce it liabilities, its “ promises to pay,” or else the ruin of 
that bank is certain. Now, some people think, that though this 
must be true of private banks, yet it is the reverse of true applied 
to the Bank of England, and that, as its bullion decreases it ought 
to increase its issues. Sir Archibald Alison frequently reminds 
us of the truism that the same great law regulates the fall of a 
pebble and the motion of the planets. So we may say that the 
same great law regulates the relations between the credit and the 
capital of the humblest individual, the smallest bank, the Bank 
of England, and the British nation. Some people think that as 
capital decreases credit should increase. What makes the credit 
of Great Britain so great? Because her capital is so great. 
Why is the credit of Eussia so low ? Because her capital is so 
small 


48. The operation of reducing issues ” or advances,” is 
always one which will excite much complaint, and requires to be 
done with much delicacy ; and, indeed, the great problem in 
regulating the paper currency, is to discover the true mode of 
acting upon it, so as on the one hand to maintain always its uni- 
formity itx value with the coin it represents, and on the other not 
to contract it too suddenly and violently, and without giving the 
public sufficient warning to enable them to reduce their liabilities 
in proportion 
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49. From the amazing confusion of language and thouglifc 
which pervades almost all treatises on monetary science, the plain 
and obvious method of controlling the paper cuiTenoy Inis alinosc 
entirely eluded observation. No person who apprehended the 
true nature of banking, and expressed it in simple laaguugis 
could fail to see the natural controller. The main business of 
commercial banking is discounting mercantile hills— that is hay- 
ing debts. Discounting a bill for a merchant is not lending him 
money but hxujing a debt duo to him ; and tlie price of such debt 
must follow exactly the same laws as the price of corn, or any 
other article. If money is very scarce, and wheat very abundant, 
the price of wheat must fall ; if money is very abundant, the pritnj 
of wheat will rise. The price of debts obeys the same rules. If 
money becomes very scarce, the price of debts must fall, the 
discount must rise. If specie becomes abundant, the price of 
debts will rise, the discount will fall. The price of debts, 
then, must follow the same great laws of nature that the price of 
wheat does. Now, does not every man of common sense know 
that it is the most foolish and insane thing to try to control thn 
price of wheat ? As we have shewn in auotlier place, it is not tins 
fluctuation of the price of wheat that is the evil, but it is only the 
hiyti of evil. The real evil is the change in the proportion of the 
demand and supply, and the fluctuation of the price is the graml 
natural corrector of the evil. Does not every one know that a 
high price of corn is the way to attraci coni where it is deficuuit , 
and a low price the way to repol it from wliero it is already too 
abundant ? Does not every one with common soufto know that it 
is the most fatal folly to force down the price of wheat when 
there is a real scarcity, and to sell it below the price it would 
naturally attain ? Can any course bo piore suicidal ? 

60. Now, apply all the arguments which suggest themselves 
so irresistibly in the case of wheat to the case of creilit, or the 
purchase of debts, and the same results follow. % The Hume great 
law of nature operates to preserve the due jiroportion between 
specie and credit and any interference with this great law must 
necessarily be attended with the same evil consequences as an 
interference with the natural price of wheat. And yet almost all 
legislation up to a very recent i)eriod, and almost all writeiij on 
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political economy, and too many of the commercial world, were 
in a perverse combination to thwart this great law of nature, and 
attempt to keep the rate of discount, or the price of debts, fixed 
at a uniform scale ! 

61. While, therefore, the greater part of commercial com- 
plaints are levelled against variations in the rate of discount as 
the great evil, the truth is, it is only the hign of the evil. The 
real evil is the altered proportion between specie and credit, and 
a variation in the rate of discount is the grand natural corrector 
of the evil. To attempt to keep the rate of discount uniform, is 
to thwart and contravene the laws of nature just the same as an 
attempt to fix the price of wheat. Like all true laws of nature, 
the simplicity, beauty, and perfection of its action is marvellous, 
and it produces a multitude of results which are not perhaps very 
obvious at first. If specie is leaving the country and becoming 
scarce compared to credit, every principle of nature shews that 
the value of money must rise, the rate of discount must rise ; 
and this has a tendency to prevent the outflow of bullion, and to 
attract it from abroad ; on the other hand, if specie be flowing 
into the country and likely to become too abundant compared to 
credit, a fall in its value, or a fall in the rate of discount it 
from the country. If a nation be visited with a great failure ot 
the crops it can only buy such food from foreign countries with 
its commodities or its money ; it cannot send its credit in pay- 
ment abroad. Now, if commodities are too dear, it must pay with 
money, and credit in this country is the great producing power, 
and credit for a hme is a great sustainer of prices by enabling 
people to withhold their commodities from the market. Now, 
raising the rate of discount curtails credit, forces sales, and thereby 
lowers the prices of commodities, and makes it less profitable to 
export specie, and more profitable to export goods. Moreover, 
this rise in the value of money here, f.e., the low price of debts 
and commodities, tempts buyers from neighbouring countries to 
bring their money here. It thus causes an inflow of bullion and 
restores our currency to a uniformity of value, with that of neigh- 
bouring countries. Again, if this nation has to spend a great 
part of its money in buying foreign corn, it is quite clear tW it 
has not got so much to spend in purchasing goods ; an over-pro- 
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daction of goods, therefore, can only end in a disastrous fall in 
prices. And here, too, the beautiful action of this great law of 
nature is manifest. So enormous a proportion of the commoditit‘s 
of this country are produced by the credit system, that a rise in 
the rate of discount just hits profits between wind and water, as 
we may say. Consequently, a rise in the rate of discount retards 
and curtails production in proportion to the diminished consum- 
ing powers of the nation, and so prevents such a ruinous fall in 
prices as would necessarily follow an luuliminished production, 
accompanied by a diminished power of consumption 

62. In fact, when a commercial crisis occurs in a country, 
it invariably means that more persons are wishing to sell than 
there are persons to buy, or, at least, at remunerative prices. A 
commercial crisis invariably arises from a lack of purchasers 
which is, in fact, over-production. True prudence, tlierefoix*, 
shews that in all comnrercial oYiiiQS,produ€lion should be curlmL 
It is much better not to produce at all, than to produce and l>e 
obliged to sell at a loss. To produce, and be obliged to sell below 
the cost of production, is loss of capital. It is btjtter, therefore, 
not to employ the capital at all than to lose it. Kaising the rate 
of discount, therefore, acts as a timely warning to producers to 
hold hard. It is necessa-ry to dispose of the stock already pro- 
duced, before producing more, and if the stream of sale is stopj>cd 
while production continues, it can only end in a more aggravi)ied 
fall at last 

63. Now, what is the necessary consequence of an attempt 
to thwart this great law of nature ? In time of scarcity of food, 
and a necessary export of money to buy it, if the rate of discount 
be kept unnaturally low, nothing but money will go ; commodities 
are too dear, they will not go. Again, money being kept at an 
unnaturally low rate here, no one will bring it here from neigh- 
bouring countries ; consequently, great quantities of money will 
go out and none will come in, till at last the circulating medium 
will be nothing but '^promises to pay,” and no money to pay them 
with. Then, at last, violent convulsions, total destruction of credit, 
every one wishing to sell, and no one wishing or able to buy 
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64. Ou the other hand, if, when specie is flowing in with 
too great abundance, it be not repelled by a due diminution in 
the value of money, ia,, a fall in the rate of discount, it will 
continue to do so until it is so superabundant that a violent fall 
takes place. Persons who are accustomed to depend on the 
incomes they derive from the interest of money, suddenly find 
that their means are seriously diminished. In the year 1824 
there was such a plethora of capital in the country that the 
Scotch banks gave no interest on deposits ; after 1824 came 1825. 
Tlien wild speculations find favour in the public mind, promising 
higher profits; and then the community goes through the cycle of 
bubble speculations, extravagant credit, ending in a commercial 
catastrophe. We may feel quite certain that if during the various 
crises this country had passed through, there had been more 
attention paid to observe the natural rate of discount, instead of 
thwarting the course of nature, though the variations would have 
been more frequent, they would have been less violent and ex- 
treme. If specie is coming in with too great speed it is good to 
lower the rate of discount quickly to prevent it getting lower ; if 
specie is going out too rapidly, it is good to raise the rate quickly 
to prevent its being higher 

66. Such, however, is the perversity of man, that many 
think that a uniform and invariable rate of discount is the great 
thing to be preserved, no matter what nature may say to the 
contrary, and their ingenuity is racked to devise a plan for always 
keeping it so, just as if the governor of the steam engine ought 
always to revolve with uniform velocity. Now, the inevitable 
consequence of taking these means to thwart nature will be, that 
when specie is scarce, it will be repelled by a lower rate than the 
natural one ; when it is already too abundant, it will be still 
further attracted by a rate higher than the natural one 

66. The extreme anxiety of persons to obtain an impossible 
object, always to have the power of selling debts due to them at 
a uniform rate, has led to a very prevalent theory, which seems 
very innocent and simple. It being desirable always to maintain 
the currency at a uniform amount, they propose that, as gold 
goes out, paper should be issued to supply its place. This theory 



282 THBOIiY AND PRACTICE OP BANKING 

is adopted by Sir Archibald Alison, who says, after condemning 
the theory that gold and paper must vary together — 

“ The true system would be just the reverse. Proceeding on 
the principle that the great object is to equalise the currency, 
and with it prices and speculations, it would enlarge the paper 
currency when the precious metals are withdrawn, and credit 
is threatened with a stoppage, and proportionately contract it 
when the precious metals return, and the currency is becoming 
adequate without any considerable addition to the paper ” 

67. There would be certainly something specious in the idea 
of issuing bank notes to supply the place of the gold that went 
out if, unfortunately, it had not been tried over and over again, 
and been attended unfortunately with a catastrophe. When gold 
was leaving the country in vast quantities in 1796, the Bank of 
England still maincained its issues, against its own will, it is 
true, but yet the fact illustrates the principle, and the conse- 
quence was the suspension of cash payments in 1797. When the 
Bank had got right again in 1817, a drain for foreign loans 
began, and the bank e.vtonded its issues in 1818, and the con- 
sequence was the second suspension of cash payments in 1819. 
In 1824 w'hen bullion was departing from the country like a 
flood, the Bank extended its issues ; then, when it saw itself right 
in the vortex of bankruptcy, it suddenly altered its policy, and 
the result of all this was the catastrophe of 1825. In 1838-39, a 
similar drain occurred, the Bank with marvellous perversity, 
maintained its rate of discount oonsidonibly below the market 
rate, and the result was the monetary crisis of 1839. In 1847, 
there was the same error and the same result. Surely these 
instances are enough to destroy this fatal delusion 

68. In fact, Sir Archibald, and the great body of public 
writers who share these sentiments, wholly mistake the object 
to be sought for in so delicate and artificial a machine as a paper 
currency. The object to be aimed at is not to preserve a uniform 
rate of discount in this country, but to maiutaiu a uniformity in 
the value of the British currency with that of other countries. If 
money is made artificially cheap in this country, that is, cheaper 
than it is in neighbouring countries, persons in this country will 
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export it to where it is of greater value ; they will buy foreign 
securities, they will import foreign commodities. On the other 
liaud, foreign nations will flood this country with their securities 
— just as the xVmcrieans did in 1889, when the Bank kept down 
the rate of discount below its proper level — because they can 
sell them at a better price here than in their own country. If a 
man wishes to sell a horse, and my neighbour will only give 
£90 for it, and I will give £96, he, of course, will sell the horse 
to me, and take away my cash. So, when the Americans wished 
to sell their debts, and found that in their own country they 
could only get £90 per cent, for them, whereas they could get 
£97 per cent, for them in England, as a natural consequence, 
they sent them to England for sale, and took away the cash. The 
only way for England to have stopped this would have been to 
give no more for these securities than the Americans would them- 
selves ; in other words, to maintain a uniformity in value between 
the currencies of the two countries 

69, When the foreign exchanges are nnfavourable to this 
country, the simple meaning of that is, that it is profitable to 
export gold. Now, where is the gold got from for exportation ? 
Erom the Bank of England. And how is it got from there ? By 
getting hold of the Bank’s ‘‘ promises to pay ” gold on demand. 
Now, when the Bank of England knows that a multitude of per- 
sons are trying to get hold of its promises to pay ” for the 
purpose of demanding gold for them, to carry out of the country, 
would it not be the height of folly in tiie Bank to be multiplying 
its promises to pay ” in all directions, and selling them cheap ? 
This would be exactly as wise as if the captain of a ship, directly 
he saw a storm coming on, were to sot all his studding-sails and 
royals. When the captain st‘cs the tempest approaching, he must 
get down his top-gallant masts and reef his topsails ; so, when n 
commercial tempest is threattuied, it behoves those who pilot the 
vessels of credit to contract their ^‘promises to pay” 

60. The plan proposed by Sir Archibald, and a multitude of 
unthinking writers, is, that when gold is leaving the country, 
commissioners should be appointed to issue au equal amount of 
iiiconYcrtiblo paper, which is to bo withdrawn when gold comes 
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back af^ain. Bub whab is bo be done wibh bhe convertible paper 
already in exisbence ? Is ib bo be declared inconverbible ? For, 
as long as bhe rabe of discounb is depressed, bhere will be a con- 
sbanb demand for gold in exchange for nobes, and a corresponding 
atnounb of inconvertible paper mnsb be issned. Leb bhis wonderful 
bheory be pub in practice, and the drain will not cease until every 
sovereign has left the country ; and, moreover, they never will 
come back again. For, as the avowed intention is to keep down 
the rate of discount, and to keep up prices, there is nothing to 
bring the bullion back again. Nothing can bring it back again 
here, except we can sell our commodities or debts cheaper than 
other nations. But it is the avowed intention of these issues to 
prevent that; consequently, no bullion ever will come back 

61 . But, moreover, this wonderful panacea of all monetary 
ills — issuing an inconvertible paper currency, to supply the place 
of the gold that goes out — ^is just our old friend John Law’s 
scheme over again, of issuing paper currency based upon com- 
modities. Those who advocate this think that the nation can 
send its money abroad to buy food, and have it as well m the 
form of paper money. Just as if a man might go into a shop, 
spend his money there in buying goods, and then have it again in 
the form of a “promise to pay.” When will this stupendous 
delusion be eradicated from the public mind ? If I have a cer- 
tain quantity of money in my till, I may safely give a “ promise 
to pay or, if I know for certain that money is coming in to mo 
on a certain day, I may give my “ promise to pay” at a certain 
date ; but when I have actually spent my money, and ib is gone 
away from me for ever, to think that I could then grant a “ pro- 
mise to pay” worth anything, is an idea which savours little of 
sanity. In 1696-97, during the re-coinage of the silver, the Bank 
of England might have issned £1 notes with the greatest ad- 
vantage and propriety for a tempoiary purpose, because it know 
that it would shortly have the money to pay them with; but 
when the money is gone from the Bank to buy corn abroad, it 
ivould be the most dangerous folly possible to issue notes to supply 
the place of gold 

62. But there arc several other considerations which point 
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out that the rate of discount is the true method of acting upon 
the paper currency. As soon as the exchange becomes so un- 
favourable as to make it profitable to export gold, an immense 
number of bills are fabricated for the purpose of being sold for the 
sake of the premium ; and these will continue to be fabricated as 
long as the rate of discount is kept below that of neighbouring 
countries ; now, raising the rate of discount strangles all such 
operations in the birth. If only the numerical amount of notes 
})e looked to, and the rate of discount be kept down, these specu- 
lators may get their bills passed, while legitimate trade bills may 
be refused. A moderate rise in the rate of discount will never 
inflict any real injury on trade at all equal to the refusal to dis- 
count trade bills altogether ; and that is the result which has 
always ensued from a perseverance in keeping down the value of 
money below the natural level 

63. Moreover, when the nation is actually obliged to spend 
its money in buying foreign corn, or on any other object, such as 
war, it is quite impossible that it can have so much money to 
spend upon other things ; its consuming powers, therefore, are 
diminished ; it must economise in other things. ITow, if the 
rate of discount is kept below its natural level, it stimulates and 
encourages production so much beyond the powers of consumption, 
that it must necessarily terminate in an aggravated fall in prices. 
A timely raising of the rate of discount is, therefore, a warning to 
producers to contract their operations gradually. But keeping it 
unnaturally low lulls them into false security ; they maintain 
their engagements on credit on an undiminished scale, till at last 
the Bank, for its own safety, is obliged to pull up on a sudden — 
to bring up all standing. Then follows a total refusal to discount, 
commercial panic, and ruin 

64. It is, then, an incontrovertible fundamental truth in 
monetary science, that specie and credit form the circulating me- 
dium, and that they must increase and decrease together. An 
increase of currency, without an increase of debt, has no effect but 
to diminish the value of the currency. The same thing happens, 
if, when debt is destroyed, currency is not destroyed with it. If 
a metallic currency increases faster than debt, nature provides a 
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remedy — ^ife is immediately exported. But, with an inconvertible 
paper currency, this cannot happen, and when debt is destroyed, 
currency remains in circulation ; when this goes on for any 
length of time, or to any extent, the inevitable result is a depre- 
ciation of the paper currency, which is shewn by the rise of the 
market above the Mint price of gold. This was eminently ex- 
emplified in England in the years subsequent to 1810. The 
extravagant speculations were followed by an enormous destruction 
of capital ; but the currency which was issued to represent it 
remained in circulation, and soon manifested itself in a rapid fall 
of the value of paper. It was impossible that paper ever should 
right itself, unless this superfluous currency was destroyed. It 
is recorded that an Irishman once having taken a dislike to a 
banker, in order to spite him, collected a number of his notes and 
burned them. It would have been an excellent thing for the 
country bankers of England in 1814-15, if some one had done the 
same kind office for them. The quantity of paper currency was 
so excessive, compared to what it represented, that nothing could 
restore it to its par value but the destruction of a large portion 
of it ; and this was brought about by the destruction of the 
issuers of it ; and, when this was done, the value of the remainder 
rose to par 

66. We have gone over most of the theories of currency 
which have attained the greatest practical importance. That 
there are others, is true ; but they have generally been confined 
to a small knot of fanatics. But, as they seem, at last, to have 
died out, we need not weary our readers’ patience by disturbing 
their peaceful oblivion 
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CHAPTER XT 

OX THE DEFINITION OF CURRENCY 

1, Having in the preceding chapters completed a general 
survey of the mechanism of Banking and the Foreign Exchanges, 
■vve are now compelled to examine the peculiar system of Banking 
which is at present estiihlished in this country; but, before we do 
so, we must give a little time to settle the meaning of the word 
Currency. Most persons engaged in practical business are 
morbidly averse to discussions on the meaning of words, thinking 
them to bo pure waste of time. But no science was ever yet 
founded without such controversies, and it is precisely because 
writers on Economics have systematically despised and neglected 
the only means by which a science can be founded, and by which 
every other great science has been created and established, that 
Economics is at the present moment in such a discreditable state. 
In the present case this investigation is absolutely indispensable, 
because the Bank Charter Act of 1844, which now governs the 
w^hole monetary system of the country, is expressly founded upon 
a peculiar dejimtion of the word Currency, and is expressly 
devised to carry out a peculiar Theory of Currency, In this 
chapter we must therefore investigate and settle the meaning of 
the word Currency 

A very distinguished statesman has said that the word 
Currency has driven more people mad than anything except 
love. Nor, to say the truth, is this very surprising. If we were 
to assemble a company of purely literary men, and request them 
to '‘Differentiate the Equation to a Curve,” we have not the 
smallest doubt but that such a mysterious expression might drive 
them to despair, whereas any moderately educated school-boy 
could do it at a glance. It is precisely the same with the word 
Currency. It is a term of pure Mercantile Law. Any mer- 
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cantile lawyer can tell in an instant what the word Currency 
means, and wliat it includes ; whereas, those who have occupied 
themselves with discussions on it, know absolutely nothing of 
Mercantile Law, and have exactly as much chance of settling 
the meaning of Currency, as they have of Differentiating an 
Equation. We have already given a short account of its true 
meaning,’’^ but we must now investigate the question completely 

2. Our Saxon ancestors utterly discountenanced and pro- 
hibited the sale or exchange of any goods, merchandise, or cattle 
by private sale or bargain. It was a matter of fixed policy with 
them that no sales should take place except in the presence of 
witnesses. A series of kings made laws to this effect, and as these 
laws are to this very hour in spirit the Common Law of England, 
and are very little known, we may give a little space to quote 
them textually, as constitutional curiosities 

Thus, among the Dooms, or Laws, which Hlothmre and 
Eadric, kings of the Kentish men, about 683 A.i>., established is 
thist — 16. That if any Kentishman buy a chattel in Lunden- 
wic (London), let him then have two or three true men to witness, 
or the king’s wic-reeve. If it be afterwards claimed of the man 
of Kent, let him then vouch the man who sold it to warranty, in 
the wic at the King’s Hall, if he know him, and can bring him 
to warranty ; if he cannot do that, let him prove at the altar, 
with one of his witnesses, or with the king’s wic-reeve, thaD ho 
bought the chattel openly in the wic, with his own property, and 
then let him be paid its worth ; but if he cannot prove that by 
lawful averment, let him give it up ; and let the owner take 
possession of it ” 

Among the Dooms of Ine, King of Wessex (688-725 a,d.), is 
thist — 25. If a chapman traffic up among the people, let him 
do it before witnesses. If stolen property be attached with a 
chapman, and ho have not bought it before good witnesses, let 
him prove, according to the wite, that he was neither privy nor 
thief, or pay as wite thirty-six shillings ” 

♦ m, p. 49 

t Ancient Laws and Institutes of England; pinted l>y command of William. /F., 
p. 14. We quote the ofHcial translation of the Anglo-Saxon 

t lUd., p. 51 
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Amoug the Dooms of Edward the Elder, son of Alfred 
(901-924 A.D.), is this* — ^“1. And I will that every man have 
his warrantor, and that no man buy out of port,t but have the 
portreeve’s witness, or that of other unlying men whom one may 
lielieve. And if any one buy out of port let him incur the king’s 
ofer hymos” (ja., contempt, or hearing and refusing to obey, 
which incurred a penalty of 120s.) 

Among the Dooms of iEthelstan (926-960 a.d.) is this$— 
“10. And let no man exchange any property without the witness 
of the reeve, or of the mass-priest, or of the landlord, or of the 
hordere, or of other unlying man. If any one so do, let him give 
thirty shillings, and let the landlord take possession of the 
exchange ” 

Among tlie Dooms of Edgar (959-975 a.d.) are these — 

“4. To every burh let there be chosen thirty-three as 
■witnesses 

“ 6. To small burhs, and in every hundred, twelve ; unless 
ye desire more 

“6. And let every man, with their witness, buy and sell 
every of the chattels that he may buy and sell, either in a burh, 
or in a wapentake ; and let every of them when he is first chosen 
as witness, give the oath that he never, neither for money nor for 
love, nor for fear, will deny any of those things of which he was 
witness, nor declare any other thing in witness, save that alone 
■which he saw or heard; and of such sworn men, let there be at 
every bargain two or three as witnesses” 

Among the Dooms of Ethelred (979-1016 A.D.) is this§ — 
“ 8. And let no man buy or exchange unless he have burh and 
witness ; but if any so do, lot the landlord take possession of, and 
hold the property, till that it be known who rightfully owns it” 

Among tlic Dooms of Cnut the Great (1017-1035 a.d.) is 
thisl — ^“24. And let no one buy anything above the value of 
four pence, either living or lying, unless he have the true witness 
of four men, be it within a burh, be it up in the country. For if 

* Ancient L<me and Institutee of Engtand^ p, 68. 
f That Is Market Oreri ; in Boman Law, Portns est conclusns locus qiuo importantur 
merccs et Inde exportantur. Est ot static conclusa et zuunita. 
t Anctent Laws and Xmtitutes of England, jp. 87* 

5 Ihtd„ p, 120. I im., jp. 167. 
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it then he attached, and he have no such ■witness, let there bo no 
voirching to -warranty ; but lot his own be rendered to the pro- 
prietor ; and the aftergild and the wite to him who is entitled 
thereto” 

Among the Laws of Edward the Confessor (1013-100(3 a.d.) 
is this* — “38. Defensum erat eciam in lege, no aliquis einat 
vivum animal vel pannum usatnm smo plogiis ot bonis lestibus 
.... Et si venditor non potest haboro iilegios, rctiiu'atnr 
cum peounia donee veniat domiuus ejns, aut quilibet alius, qui 
juste possit eum warantizare. Quod si alitor aliquis enient, quod 
sfculte emit perdat et forisfacturam ” 

William the Conqueror (1060-1087 a.d.) cojitinued this lawf — 
“46. Nemo emat vel vivum vel mortmnn ad valonciam III I. 
denariorum sine IIII. testibus, ant de bnrgo aut de villa ciun- 
pestri. Quod si aliquis rem postmodum calumpniatua fuerit, et 
neo testes habuerit noc warantum, et rem reddat ot forisfacturam, 
oui de jure competit ” 

Also in a Charter granted by him ho says | — 

“ 10. Interdicimus ociam ut nulla viva pecunia vendatur ant 
eraatur nisi intra oivitates et hoc auto tres fidoles testes ; neo 
aliquam rem vetitam, sino fidejussore et waranto. Quod si alitor 
feccrit, solvat, et persolvut, ot postoa forisfacturam 

“ 11. Item nullum morcatum vel forum sit, nec fieri 
permittatur, nisi in civitatibus regni nostri, et in bnrgis [clauHis] 
et muro villatis, et in castellis, et in locis tulissiinis, tibi 
consuetudines regni nostri, et jus nostrum commune, et dignitales 
corone nostre, qne constitute sunt a bonis predecessoribus nostris 
deperire non possint, nec defraudari neo violaii, sed omnia rite, 
et in aperto, et per judicium et justiciam fieri debeant ” 

And so also the M'kroiar of Justice says, p. 14 — “It was 
ordained that fairs and markets should be in places, and that tho 
buyers of corn and cattle should pay toll to tho lords’ bailiff of 
markets or fairs ; that is to say, a false penny of six shillings of 
good, and of good, less and of more, more ; so that no toll exceed 
a penny for one manner of merchandise : and this toll was given 
to testify the contracts, for that evmj private contract was 
foriidden ” 

* Ancient Laios and InsHtwtee of England, j), 191. 
t Ilid., j?. 209. t im., p. 212. 
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3. How long these Dooms continued in force we cannot say : 
Mr. Justice Stephen says* that they lasted till the time of Bracton: 
and they are in spirit the foundation of the Common Law at the 
present hour. It is the established principle of Common Law that 
if any person steals or finds any chattel belonging to any one else, 
and sells it privately to a third person, the true owner may reclaim 
it from that third person, even though he boiight it honestly, and 
gave full value, and had no suspicion that the seller had no title 
to sell it For the law holds in general that no one can sell what 
he does not possess himself ; and it does not allow that the true 
owner has lost the property in the chattel or goods, by having 
accidentally mislaid them, or having them stolen from him 

If, however, the thief or finder manages to sell the goods in 
market overty then the buyer is by common law entitled to retain 
them against the true owner 

However, by Statute 24 25 Viet. (1861), c. 99, § 100, it is 

now enacted that if the loser prosecutes the thief to conviction, 
then the court may grant a writ of summary restitution to the 
true owner of the property, in whose ever hands it may be, even 
though he may have bought it honestly, and given full value 
for it 

In the City of London every day except Sunday is, by ancient 
custom, market day; and every shop is market overt for the goods 
w’hich are usually sold there, but for no others. It was held by 
all the judgesf — that if plate be stolen, and sold openly in a 
scrivener’s shop on the market day (as every day is a market day 
in London except Sunday), that this sale should not change the 
property ; but the party should have restitution ; for a scrivener’s 
shop is not a market overt for plate, for none would search there 
for such a thing ; et sic de similihusy dc. But if the sale had 
been openly in a goldsmith’s shop in London, so that any one who 
stood or passed by the shop might see it, then it would change 
the property. But if the sale be in the shop of a goldsmith, 
either behind a hanging, or behind a cupboard upon which his 
plate stands, so that one stood or passed by the shop could not see 
it, it would not change the property ; or if the sale be not in the 
shop, but in the warehouse, or other place of the house, it would 

* IJRstory of the Criminal LaWy Vol, IILy p, 129. 
t The case of MarJeet Overty 6 Co. S3 5., 88 Eliz, 
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not change the property, for that is not in marhct overt, and none 
would search there for his goods. So every shop in London is 
market overt for such things only which by the trade of the 
owner are put there to sale” 

But in country towns only those days are market days which 
are appointed by law or ancient custom; and those places only arc 
market overt for any goods, merchandise, or cattle, wiiioh arc 
expressly appointed for the sale of such articles. And, conse- 
quently, all sales of any articles made in any other than such 
places are void against the true owner, if the articles be not the 
})roperty of the seller. The same rule also holds good with mgard 
to pledging stolen goods with a pawnbroker, or otlicr person. Wo 
might, if necessary, illustrate these doctrines by several recent ctises 
but that would occupy too much space in such a work as this 

4. Such is the law with regard to all kinds of goods, mer- 
chandise, and cattle. But with regard to Money the cm^ was 
always different. If a person stole or found money belonging to 
any one else, the true owner could compel him to give it up, if ho 
could prove the fact, and identify the money. But if the finder 
or thief paid away the money in the ordinary course of business ; 
as if, for mstanco, a shopkeeper sold goods to the thief, and to(»k 
the money in the ordinary coin*sc of his business, without knowing 
that it was stolen, then he ccmld retain the money against the true 
owner, even though he could identify it. That is to my, the 
property in the money passed along with the honest jiossession of 
it in every sale or exchange. And from this peculiarity money 
was said to be Current, that the jprejoerfy in it passed by 
delivery. And this was necessary by the very nature of com- 
merce, because no transactions could take place if the seller was 
bound in every sale to inquire into the right of the buyer to the 
money. And from this exceptional property of money, the 
expression arose of the Currency of money, but no one for 
a very long time ever thought of such a barbarism as to call tlie 
money itself Currency 

But when in the course of time Bills of Exchange, and other 
securities for money, came into use, it was adopted as a custom or 
usage by the Law Merchant, that the same rule should apply to 
them as applied to money ; that is to say, tliat the property in 
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them should pass with the honest possession. It would have been 
a great impediment to all commerce if the vendor of goods had 
been obliged to inquire into the title of any one who offered a 
Bill of Exchange or Bank NTote in payment of them. Conse- 
quently this principle of Currency was applied to all negotiable 
securities for money 

And so important is this principle of the Currency of 
all negotiable instruments, that in the Statute respecting the 
restitution of stolen property, it is expressly provided that it shall 
not apply to negotiable instruments. It says* — “ Provided that 
if it shall appear before any award or order made that any valu- 
able security shall have been bond fide paid, or discharged by some 
person or body corporate liable to the payment thereof, or being a 
negotiable instrument shall have been bond fide taken or received 
by transfer or delivery by some person or body corporate, for a 
just and valuable consideration, without any notice or without any 
U‘as()nable cause to suspect that the same had by any felony or 
misdemeanour been stolen or taken, obtained, extorted, embezzled, 
converted, or disposed of, in such case the Court shall not award 
or order the restitution of such Security ” 

Thus we see that the law has taken the utmost precaution to 
preserve as absolutely inviolable the MTegotiability or Our- 
reucy of all negotiable instruments under all circumstances 
whatever. And if such a barbarism be generally accepted as to 
call money Currency, for precisely the same reason all Ne- 
gotiable Instruments must equally be called Currency; for 
they are equally subject to the same rules of Law, from which 
they derive the name 

6. These doctrines, however, are so important as being at 
the very basis of the whole of our monetary system ; and as they 
have given rise to so many controversies which are yet raging ; 
and as they have been so misunderstood and misrepresented by 
literary men who never took the smallest pains to inquire into 
the law of the subject, that we think it will be more satisfactory 
to our readers not to rest satisfied with the preceding exposition, 
blit to lay before them the actual decisions of the Courts of Law 
and Equity establishing them 

♦ 2‘1 & 25 VtcU (1861), cK 96, § 100. 
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"We shall therefore demonstrate to our readers as matters of 
pure Commercial Law — 

(1.) That all Negotiable Instruments are subject to the same 
Law regarding their transfer and proport 7 as Money 

(2.) That it is from this property exclusively that the name 
Currency has been derived 

(3.) That all Negotiable Instruments are Currency as well 
as Money 

1. To shew that all Negotiable Instruments have the aftrihule 
of Currency, i.e,, are subject to the same Law regarding their 
transfer as Money 

Bank iNfotes. — (Anonymous, 1 Lord Eaymond, 738.) A 
Bank bill was payable to A or hearer. A gave it to B. B lost it, 
0 found it, and assigned it over to D for valuable consideration. 
D went to the bank and got a new bill in his own name. A 
brought trover against D for the former bill. And ruled by lloi/r, 
0. J., at Guildhall, 1G98, that an action did not lie against 1) 
because he had it for a valuable consideration 

The leading case, however, on the subject is that of Miller v. 
Race(l Burr., 452). Finney, the true owner of a Bank Nutt*, 
sent it by post to a friend in the country. The nniil was roIibtHl, 
and on the next day the note came into the possession of the 
Plaintiff, Miller, for a full and valuable consideration, and in tho 
usual course and way of his business, and without any notice of 
the robbery. Finney stopped the note at the Bank. A short 
time after Miller applied to the Bank for payment of the note, 
and delivered it to Bace, the defendant, a clerk in the Bank. 
Eace refused either to pay, or return, tho note to Miller ; and 
Miller brought this action to recover possession of the note. Lord 
Mansfield ruled, with the unanimous concurrence of tho Court, 
that Miller had the right to have the note given back to him 
as bis property, because Bank Notes have the Credit and tho 
Currency of money, to all intents and purposes. An action 
would lie against the finder ; that no one disputed : but not after 
the note had heenpaid away in Currency, Lord Mansihild said 
that in the preceding case just cited, tho action did not lie against 
the defendant because he took it in the course of Currency ; 
and therefore it could not be followed in his hands. It never 
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shall be followed into the hands of a person who lon&fide took it 
in the course of Currency. A bank note is constantly and 
universally, both at home and abroad, treated as money, as cash ; 
and it is necessary for the purposes of commerce, that their 
Currency should be established and maintained 

So in OlarM v. Shee (Cowp., 200), Lord Mansfield said— 
Where notes or money are paid land fide^ and upon a valuable 
consideration, they shall never be brought back by the true 
owner ; but where they come maUfide into a person’s hands, they 
are in the nature of specific property : and if their identity can 
be traced and ascertained, the party has a right to recover.” And 
this doctrine is such firmly established law that there is no need 
to cite any more cases to support it 

Cheques. — In the case of Grants. Yauylmn (3 Burr., 1516), 
Yaughau gave a cash note (le., a cheque) upon his banker to B 
in these words, Pay to ship ‘ Portuue ’ or heare?'” B lost the 
cdieque. The fiudeiv or the possessor of it, four days afterwards 
came to Grant’s shop, and offered the cheque in payment of some 
goods he bought. Grant took the cheque in the usual course of 
business, and gave the balance in cash. Vaughan, hearing that 
the cheque had been lost, stopped the payment of it. Grant 
brought an action against him for the amount. Lord Mansfield 
held that the same rule applied to cheques payable to bearer as 
to bank notes, Wilkot, J., said that such bills or notes as this 
are by law negotiable. So also Yatks, J., said — ‘^nothing can be 
more peculiarly negotiable than draughts or bills payable to bearer. 
.... It is just the same as a Bank Note.” Hence this case 
c»stablished that Cheques possess the attribute of Currency, 
exactly in the same way as Bank Notes ; and this doctrine is so 
firmly established that it is needless to quote any more cases 
Bills of Excliange. — ^In Peacock v, Rhodes (2 Douglas, 
C33), a Bill of Exchange indorsed in blank was stolen and nego- 
tiated. The innocent indorsee for value was hel4 entitled to 
recover against the drawer. Lord Mansfield said — The holder 
of a Bill of Exchange or Promissory Note is nob to be considered 
in the light of an assignee of the payee. An assignee must take 
the thing assigned subject to all the equity to which the original 
party was subject. If this rule applied to Bills and Promissory 
Notes, it would stop their Currency. The law is settled that 
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a holder, coming fairly by a note or a bill, has nothing to do 
■with the transactions between the original parties. I see no 
difference between a note indorsed blank, and one payable to 
bearer. They both go by delivery, and possession proves property 
in both cases ” 

The same doctrine was again enforced in GoIUns t. Marlin 
(1 B. & P., 648), where a banker pledged some of his onstonicr’s 
bills indorsed in blank with another banker, who advanced money 
on them honestly in the usual course of business. Eyre, C. J., 
delivering the judgment of the Court, said — “ For the purpose of 
rendering Bills of Exchange negotiable, the Right of Property in 
them passes with the bills. Every holder with the bills takes tho 
property, and his title is stamped upon the bills themselves. Tho 
property and the possession are inseparable. This was necessary 
to make them negotiable, and in this respect they differ essentially 
from goods of which the property and the possession may be in 
different persons.” And this rule of law is so firmly established, 
that we need not quote any more eases in support of it 

Foreign Bonds. — In Qorgwr v. Mimlle (3 B. & 0., 46), 
the plaintiff deposited a Prussian bond in tho hands of his agent, 
to receive the interest on it for him. The bond was nmde payable 
to any person who at the time should be the holder of it. It was 
proved that these bonds were sold in the market, and jassed from 
hand to hand daily like Exchequer bills. The plaintiff’s agent 
pledged the bond with the defendants. The Attorney-General 
tried to draw a distinction between bank notes, bills of exchange, 
and exchequer bills, because such instruments constitute a part of 
the circulating medium of the country, but that rule did not 
apply to the bond of a foreign country. But Abbot, 0. J., 
said—" The instrument, in its form, is an acknowledgment by 
the King of Prussia that tho sum mentioned in the bond is duo 
to every person who shall for the time being bo the holder of it, 
and the principal and interest is payable in a certain mode, and 
at certain periods mentioned in the bond. It is, therefore, in its 
nature precisely analogous to a bank note payable to bearer, or to 
a bill of exchange indorsed in blank. Being an instrument, 
therefore, of the same description, it must be subject to tho saino 
rule of law, that whoever is tho holder of it, has power to give 
title to any person honestly acquiring it ” 
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Wo have now Rufllciently established our first point, that all 
Negotiable Instruments are subject to the same rule as money 
with regard to title by transfer, and we now come to the two 
latter points, which we may conveniently take together 

2. To that it is this principle of NegotiaUlity v^tdeh 
in Commercial Lato exclusively is meant ly Currency ; and 
also that all Negoiuibh Instruments are Currency 

The leading case on this subject is Woolcey v. Poh^ Bart, <6 
others (4 B. and Aid., 1), and as it is absolutely decisive of the 
question, we must quote it at considerable length 

Wookey was proprietor and possessor of an Exchequer bill for 
£1,000, payable to blank or order. The bill stated that if the 
blank was not filled up it would be payable to bearer 

Wookey sent the Exchequer bill to his brokers, directing them 
to sell it and buy 5 per cent. Stock with the proceeds. The 
brokers disobeyed these orders, and pledged the Exchequer bill 
with Pole <& Co., their bankers, and got the full amount of it, 
£1,000, placed to their credit, without the bankers having any 
knowledge of the terms on which the brokers held the bill. As 
soon as Wookey heard of these proceedings, he demanded the bill 
from Pole & Co., who refused to deliver it up, aud afterwards sold 
it and received the proceeds. Wookey brought trover against 
Pole Co. for the bill 

Wookey^s counsel said the question was whether the Exchequer 
bill was to be considered as money or goods. If it were goods it 
might be followed into the hands of a third person, unless it be 
transferred by the owner or under his authority, or by sale in 
market overt. Money, Bank Notes, and Bills of Exchange 
C(Kfid iiijt be recovered from an innocent holder for value, because 
they are the Circulation of the country: but Exchequer bills 
constitute no part of the Currency of the country, nor are 
they Negotiable Instruments 

In giving judgment Best, J., said — The question which 
the Court is called on to decide is, whether Exchequer Bills are 
to be considered as goods, or as the representatives of money ; and 
as such, subject to the same rules as to the transfer of the property 
in them as are applicable to money. The delivery of goods by a 
person who is nob the owner (except in a manner authorised by 
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the owner) does not transfer the right to such goods : but it has 
long been settled that the right to money is inseparable from the 
possession of it. I conceive that the representative of money, 
which is made transferable by delivery only, must be subject to 
the same rules as the money which it represents. ... It is 
not because the loser cannot know his money again that he can- 
not receive it from a person who has fairly obtained possession of 
it ; for if his guineas or shillings had some private marks on them, 
by which he could prove they had been his, he could not get them 
back from a Iona fido holder. The true reason of this rule is that 
by the use of money the interchange of all other property is most 
readily accomplished. To fit it for its purpose the stamp denotes 
its value, and possession alone must decide to whom it belongs. 
If this be correct as to money, it must be so as to what is made 
to represent money, and Lord Holt has himself so decided. . . • 
It cannot be disputed but that this Exchequer bill was made to 
represent money, as much as a Bank Note or Bill of Exchange. 
It was given for a debt due from Government : it is payable (tlie 
blank not being filled up) to bearer, and transferable by delivery, 
and is on its face made Current, and to pass in any of the 
2 nihhc revenues, or at the recnijd of the Evohequer, But it has been 
said that these bills are not used as Negotiable Iiistrurnents, as 
bank bills and bills of exchange are, but are the objects of sale. 
I do not see why they should not be used as Negotiable Instru- 
ments : they are transferred with the same facility as otlicr bills, 
and I know from the legislature that they may bo used in pay- 
ments, for the statutes direct that they should bo received for 
taxes. We know that bills of exchange are as frequently sold as 

they are delivered in payment The receiver never 

inquires from whom they come, further than to satisfy himself 
that they are genuine bills. Indeed, when they are in blank, ho 
has no means of ascertaining from whom they come. ... It 
seems to be the opinion of L. 0. J. Lee, who pronounced tlio 
judgment of the Court of K. B. in Hartop v. Iloare (3 Atkyns, 
50), that there is no difference between money, bank notes, and 

exchequer bills This also gives me the authority 

of Lord Holt for saying that there is no dilfcrence between hank 
and exchequer hills; and the same learned jutlge has decided that 
bills of exchange pass as money. Should the deposit of this bill 
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with the defendants, Tinder the circumstances in which it was 
deposited, be considered as pledging the bill, that circumstance 
will make no difference, if the property in the bill passes by 
delivery.” Best, J., then, agreeing with Collins v. Martin, cited 
above, gave his opinion against the plaintiff 

IIoLROYD, J. — “ It has been long and fully settled that bank 
notes or bills, drafts on bankers, bills of exchange, or promissory 
notes, either payable to order and indorsed in blank, or payable 
to bearer, when taken ionS. fids, and for a valuable consideration, 
I>iw3 by delivery, and vest a right thereto in the transferee, with- 
out regard to the title, or want of title, in the person transferring 
them. This was decided as to a bank note in the case of Miller 
v. Race ; ns to a draft on a banker in Grant v. Vaughan .* and as 
to a bill of exchange indorsed in blank, in Peacock v. Rhodes. 
Those cases have proceeded on the nature and effect of the instru- 
ments, which have been considered as distinguishable from goods. 
In the ctwe of goods, the property, except in market overt, can 
only 1)0 transferred by the owner, or some person having either 
an express or implied authority from him ; and no one can, by 
his contract or delivery, transfer more than his own right, or 
the right of him under whose authority he acts. But the Courts 
have considered these instruments, either promises or the orders 
for the payment of money, or instruments entitling the holder 
to a sum of money, as being appendages to money, and following 
the nature of their principal. In the one case they are payable 
to the person, whoever he may be, who is the bearer or holder 
of the instrument ; and so, also, in the other case, unless the 
]H»ymont is restrained by a special indorsement.” After quoting 
the judgments in Peacock v. Rhodes and Mtller v. Race, given 
above, ho said—" These authorities show, that not only money 
itstdf may pass, and the right to it may arise by Currency 
alone, but further, that these mercantile instruments, which 
entitle the bearer of them to money, may also pass, and the right 
to them may arise, in the like manner, by Currency or De- 
livery. These decisions proceed upon the nature of the pro- 
perty (viz,, money) to which such instruments give the right, 
Ul which is itself Current ; and the effect of the instnments, 
which either give to their holders, merely as such, the right to 
receive the money, or specify them as the persons entitled to 
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receive it* The question, then, is whether these principles apj^ly 
to the present case, or whether this exchequer bill, and the right 
thereto, follow the nature of goods, which, except in market overt, 
can only be transferred by the owner, or under his authority ? 
In order to ascertain that, we must consider the nature and effect 
of the instrument, both as to the property which it conccriiK, and 
as to its negotiability or Currency by law. In its 
original state it purports to entitle the holder to the sum of £100 
and interest ; and the original holder may, if ho pleases, secure 
it to himself ; but it is payable to the bearer until some name 
is inserted, and when that is done, it becomes payable to such 
nominee, or his order. But if the original holder parts with it, 
or keeps it in blank, he by that very act, or by his negligoiK'.c 
if he loses it, authorises the bearer, whoever he may be, to 
receive the money ; and so, if ho were to insert his own name, 
but indorse it in blank, instead of restraining its negotiability, 
either by nob indorsing it at all, or by making a special indorse- 
ment, he thereby authorises and empowers any person who may 
be the holder Iona fide, and for value, to receive it : and ho 
cannot revoke that authority when it has become coiqiled with 
an interest. The instrument is created by the Statute 48 Geo. Jl, 
c. 1, and is thereby made Negotiable and Current. By 
§ 2 the Commissioners of the Treasury are to make out exchcepuT 
bills, in such manner and form as they shall direct ; and after 
certain things are done to put them into Circulation. By 
§ 5 they may be paid in to the receiver of taxes ; and in § 1 8 
are these words — ‘ And for the better supporting the Currency 
of the said exchequer bills, and to the end that a sufficient 
provision may be made for drculaUng and exchanging the same 
for ready moyiey, during such time as they or any of them are 
to be Current, tlie Commissioners of the Treasury are em- 
powered to conti’acb with persons who will undortjike to cinmlate 
and exchange them for ready money. An oxchoqiier bill is, 
therefore, an instrument for the repayment of money originally 
advanced to the public, purporting thereby to entitle the bear<*r 
to receive the money put into circulation, and made Current 
by law. It is not, therefore, like goods saleable only in market 
overt, and not otherwise transferal)le, except by the owner or 
under his authority, but is in all those several respects similar 
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to bills of exchange and promissory notes, and transferable in 
the same manner as they are. The case, therefore, stands thns ; 
this exchequer bill was a Current and KTegotiable In- 
strument for the payment of money. Now money passes from 
one person to another by reason of its Currency, and for 
that reason only, and not because it has no ear-mark, it cannot 
be recovered from the person to whom it has been passed. The 
exclicquer bill, therefore, seems to me, upon the same principle, 
to follow the nature of the money for which it is a security. 

This, like the case of a bill indorsed in blank, is 

payable to bearer, where the right arises from the instrument 
itself, and it is not necessary to deduce the title through the 
intermediate holders ” 

IUyley, J., quite concurred in the doctrine as to bank notes 
and bills of exchange — A pawnee of goods or chattels, or a 
vendor out of market overt, has in general no better title than his 
pawnor or vendor, and cannot resist the claim of the rightful 
owner : but bank notes and bills of exchange stand upon a dif- 
ferent footing in this respect from ordinary goods and chattels. 
The holder hon& fule^ and for a valuable consideration of a bank 
note or bill of exchange, has a good title against all the world ; 
because, in the case of bank notes, they are considered as money, 
and pass as such, and it is essential for the purposes of trade that 
delivery should give a perfect title, and because in the case of 
bills of exchange this is the law and custom of merchants.” 
J. Bayloy came to the conclusion that exchequer bills were of the 
nature of goods, and not of bank notes and bills of exchange 
Abbott, 0. J., however, agreed with the two former learned 
judges, and said— ‘‘ I think this instrument is of the same nature 

as notes and bills of exchange Notes and bills have 

been distinguished from goods in regard to their transfer, for the 
convenience of trade and commerce, and in regard to their being 
mcrcautilo and commercial instruments, and by law negotiable. It 
may be true that exchequer bills are not so frequently negotiated, 
in fact, as some other bills or notes ; but I think we are to regard 
the negotiability of the instrument, and not the frequency of 

actual negotiation Compulsion to receive an instru- 

meat in payment is not by any means requisite to give it the 
character of a Negotiable Instrument. No man is compelled 
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to take a bill of exchange in payment For these 

reasons I am of opinion that exchequer bills are negotiable, and 
may be transferred in the same manner as bills of exchange : 
and that in those bills, as in bills of exchange, the property 
passes with the possession by every mode of transfer, fmud and 
collusion apart 

In Ingham v. Primrose (7 0, B. N. S,, 85), Williams, J*, 
delivering the judgment of the Court said — It is, wo think, 
settled law that if the defendant had drawn a cheque, and before 
he had issued it he had lost it, or it had been stolen from him, 
and it had afterwards found its way into the hands of a holdci 
for value without notice, who had sued the defendant upon it, ho 
would have had no answer to the action. So if he had indorsed 
a bill in blank, or a bill payable to his order, and it had been lost 
or stolen before he delivered it to any one as indorsee The 
reason is, that such Negotiable Instruments have by the law 
merchant become part of the Mercantile Currency of the 
country ; and in order that this may not be impeded, it is requisite 
that innocent holders for value should have a right to enforce 
payment of them against those who, by making them, have caused 

them to he 'part of the Currency If an act 

done with such an intention («.<?., of cancelling it) by the 
maker of a Negotiable Instrument, docs not manifest the in- 
tention on the face of the instrument, it can hardly be main- 
tained that the Act would be of any eflicacy, because the 
instrument would nevertheless be apparently a part of the Mer- 
cantile Currency ” 

In Whistler v. Forster (14 0. B. N. S., 248), Erlb, 0. J., 
said — According to the law merchant, the title to a Negotiable 
Instrument passes by indorsement and delivery. A title so ac- 
quired is good against all the world, provided the instrument is 
taken for value, and without notice of any fraud 

WiLLES, J, — The general rule of law is undoubted, that no 
one can transfer a better title than he himself possesses ; Nemo 
dat quod non habet. To this there are some excej)tions : one of 
which arises out of the rule of the law merchant as to Negotiable 
Instruments. These Uing part of the Currency, are subject 
to the same rule as money 

In Shute v. Rolins (1 M. & M., 133), Lord Tenterden 
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Spoke of bankers’ paper as being part of the Circulating 
Medium of the country 

In Lang v. Smgth (7 Bing., 284), Tindall, C. J., said— 
The first question was whether the instruments in dispute had 
acquired from the course of dealing pursued in the City, the cha- 
racter of Bank Notes, Bills of Exchange, Dividend Warrants, 
Exchequer Bills, or other Instruments which form part of the 
Currency of this country ” 

And this quality of Currency or ITegotiability is 
applied not only to Securities for Money of all sorts, but also to 
H(‘(nirities for Securities for Money ; as Scrip to deliver Bonds of 
a Foreign Government 

In Goodwin v, IlobartSf* the plaintiff bought some Scrip of 
Foreign (lovernments, through a stockbroker, and allowed it to 
remain in his hands. The stockbroker pledged it unlawfully 
with the defendants, Roiarts^ Luhhoch & Oo,^ who are bankers, as 
security for a loan of money. The stockbroker became bankrupt 
and absconded ; and the defendants sold the Scrip at the market 
price of the day. The plaintiff sued them for the amount realised 
by such sale. The Scrip entitled the bearer on due payment to 
receive definitive Bonds payable to bearer from the Foreign 
(bvemments. It was proved at the trial that — The Scrip of 
loans to Foreign Governments entitling the hearer thereof to 
Bonds for the same amount, when issued by the Government, 
has been well known to, and largely dealt in by, bankers, money 
dealers, and members of the English and foreign stock exchanges, 
and through them by the public, for over fifty years. It is, and 
luis iKicn, the usage of such bankers, money dealers, and members 
of the stock exchanges, during all that time, to buy and sell such 
Scrip, and to advance loans of money upon the security of it, 
bef(»re the Bonds were issued, and to pass the Scrip upon such 
dealings by more delivery as a negotiable instrument transferable 
by delivery as Currency], and this usage has always been 
recognised by the Foreign Government or their agents delivering 
the Bonds when issued to the bearers of the Scrip. This usage 
extended alike to Scrip issued by their agents in England, and it 
extended to the Scrip now in question, which was largely dealt in 

* L. E. (1875) 10 meeh, 76; :Exch. CK 377- 82 L. T- N. S. Exeh. 199. 33 L. T. N. S, 
MjiCh, Ch. 272. 44 L, J. N. S. £kch, 67 ; M»ch, Ch, 167. 
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tks above mentioned. Such Scrip often passes through the hands 
of several buyers and dealers in succession before the issue of 
the Bonds represented by it ” 

The Court of Exchequer held that this Scrip possessed the 
attribute of Currency, or Negotiability, exactly the same 
as the Bonds themselves ; and this iudgment was affirmed by 
the Exchequer Chamber on the last day of its existence, July 
7th, 1875 

e. We have thus laid before our readers an authoritative 
exposition of the true legal meaning of the word Currency, 
and the subjects which are included in it. We see by a series of 
decisions, which are now the established Commercial Law of the 
country, that the word Currency means simply Negoti- 
ability, and nothing else, *.e., that the property and the honest 
possession of those things which possess this exceptional attribute 
are inseparable, contrary to the general principles of the common 
law regarding stolen goods, merchandise, and cattle. And what 
does this exceptional class of articles include ? Why, Money, and 
all Negotiable Securities to pay money of all sorts and forms, 
bank notes, cheques, bills of exchange, promissory notes, bonds of 
all sorts ; in fact, money, and every kind of negotiable engagement 
to pay money 

It will be seen, then, that in strict legal phraseology the word 
Currency can only be applied to those rights which are 
recorded on some material. An abstract Right cannot bo lost, 
mislaid, or stolen, and passed away in commerce. But if it bo 
recorded on some material substance, it may then be lost or stolen, 
and sold like any other material substance ; and the word Cur- 
rency, then, simply refers to some leged rules relating to the 
transfer of the property in it, in the case of its being stolen and 
passed away in commerce. For an obligation to be capable of 
being Currency in law, it must be recorded on some material 
so as to be capable of being carried in the hand, or put away in 
a drawer, and dropped in the street, and stolen from the drawer 
or from a man’s pocket, and carried off by the fiuder, or thief, 
and sold like a piece of goods. The word Currency has no 
reference whatever to any property it has of paying, discharging, 
and closing debts 
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Nothing, therefore, can be more unphilosophical prima facie 
than to designate the articles themselves by the name of Cur- 
rency, because they possess the attribute of Currency, It 
is quite common to speak of the Currency of an opinion ; but no 
one ever yet, that we are aware of, thought of calling the opinion 
itself Currency. It is quite usual to speak of the Currency of the 
Session of Parliament ; but nobody ever called the Session itself 
Currency. This very confusion is also used in speaking of bills 
of exchange ; because it is a common expression to speak of the 
currency of the bill, meaning the time during which it is Current ; 
whereas the bill itself is called Currency because the property in 
it passes by delivery. It w^ould be just as rational to call a horse 
a velocity, or a wheel a rotation, as to call money Currency ; and 
we have shewn that in the earlier legal reports no one ever 
thought of such a barbarism 

Nevertheless, if the force of public usage is too strong to be 
shaken, and the word Currency is too firmly established as 
the designation of a certain class of articles to be rejected, we 
must disregard its literal legal meaning, and observe its philo- 
sophical sense ; because there is an enormous mass of Credit, or 
Rights, which is not embodied in any material instrument, and 
which, therefore, cannot be lost, stolen, or passed away in com- 
merce without the owner’s consent : and, consequently, though 
these cannot be subject to the legal rules of Currency, they 
perform a gigantic part in commerce, just in the same way as if 
they were recorded on paper 

Taking a banker and his customer as the standard case of 
debtor and creditor, if I have a right of action against my banker 
for money, it makes not the slightest difference in the nature of 
the Right whether it is recorded on paper or not. If I wish to 
transfer the right to some one else, I may do it by means of a 
bank note or cheque, or a verbal order to my banker to transfer 
a certain quantity of the credit in my name to some one elsc’s 
name. We have already shewn that in Roman law, where written 
instruments were not used, the creditor, the debtor, and the 
assignee were obliged to meet, and the creditor transferred the 
debt orally to the assignee. This was a valid transfer. And 
such a mode of proceeding is a valid transfer in English Law at 
the present day. But in a vast number of cases this is a very 
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clumsy and inconvenient way of transferring debts. It is infi- 
nitely more convenient to do it by writing. But whether the 
transfer be effected orally or by writing, it can make no possible 
difference in the nature of the Right. Consequently, if I have 
a Right against my banker, and if I write a cheque for the 
purpose of transferring this Right to some one else, this does not 
affect the nature of the existing Right : it is nothing more than 
a convenient way of transferring it to some one else. Writing a 
cheque does not create a new Right ; it merely records on paper 
an existing Right. And it equally exists whether it is recorded 
on paper or not. Payment, therefore, by means of a bank note, 
a cheque, or a bank credit, is absolutely the same. Now, bank 
notes and cheques are Currency in strict legal phraseology ; but 
bank credits are not Currency, because they cannot Ih) lost, mis- 
laid, stolen, and passed away in commerce without the consent of 
the owner 

So, also, of a book credit, or book debt, in a tradesman’s 
books. If I buy goods from a tradesman on credit, that credit 
has performed exactly the same part in Circulating the goo<ls 
as money : because wo have expressly defined Circulation to lie 
the sale of goods for money or credit, and the credit has been 
equally the medium of circulation, or sale, whether it is recorded 
on paper or not ; but it is not Currency, because it cannot 
be dropped in the streets, stolen, and transferred to some one else 
by manual delivery 

If, then, we are compelled to adopt this barbarism, and employ 
the word Currency as a philosophical term, it must moat 
manifestly be extended to include bank credits or deposits, book 
credits, and verbal credits of all descriptions 

And this is exactly what commercial law does. It treats any 
form of credit payable by a banker on demand, as money or cash, 
no matter whether it be a bank note, a cheque, or a bank credit. 
They are all, in the eye of the law, equally payment ; that is, 
none of them are legal money: that is, a debtor cannot comi>ol 
his creditor to take them in payment of a debt : but if he chooses 
to do so without objection, they all stand on exactly the same 
footing as payment. The case of bank notes is so well known 
that we need not cite any authorities. With regard to cheques, 
Lord Mansfield said, in Ora7it v. Vaughan, that a cheque is the 
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eame thing as a bank note. In Pearcb v. Bavu (1 Moo. & Rob.), 
Patteson, J., said that a cheque operates as payment until it 
has been presented and refused.” So in Jams v. Arthur (8 DowL, 
442), OoLBRiDGB, J., held that tender of payment by cheque is 
good unless objected to on that account. Also in Bevan v. Evil 
(8 Camp., 881), where a person having accepted a cheque in pay- 
ment, and lost it, and the banker failed, having funds to meet the 
cheque, Lord EiiLENBOROtJGH held that the cheque was payment 

And the very same doctrine is true regarding a Bank Credit 
or Deposit. In Qillard v. Wm (5 B. 0., 134), Holrotd, J., 
said — The defendants, instead of sending a clerk to receive cash 
for the notes, sent them to the persons who ought to have paid 
them ; but they sent them, not for the purpose of being paid in 
money, but of being placed to their credit in account. When 
that credit was given, the legal effect was the same as if the notes 
had been paid to them in money ” 

Thus a Right of action against a banker payable on demand 
is, in commercial circles, considered as money, or cash, whether 
it be in the form of a bank note, a cheque, or a bank credit : and 
though, of course, in the strict hgal sense, only the two former 
can be Currency, yet, in a philosophical sense, if we are com- 
pelled to adopt the word, all three forms must be Currency 

7 . And so, in other points of Law, Bank Notes and Bank 
Credits are held to be included in the term money, or cash. In 
the case of Lord AyUshurifs Will^ Lord Hardwicke held that 
bank notes passed under the title of cash : and in Miller v. RacOy 
Lord Mansfield said — “ Bank notes pass by a will which bequeaths 
all the testator’s money or cash” 

But the very same doctrine is held regarding a Bank Credit, 
or deposit, or a balance on a banking account. Thus, in Yaisey 
V. Reynolds (6 Russ., 12), the testator bequeathed to his wife 
all his book debts, monies in hand; and to his executors all his 
monies out at interest or mortgage, notes of hand, or any security 
whatsoever.” Lord Lyndhurst said—** The testator has referred 
to two descriptions of money, monies in hand, and monies out at 
interest or mortgage, notes of hand, and other securities. The 
balance in the banker’s hands, though it carries interest, was not 
out at interest or security, and it was in the same order and 
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disposition of the testator, as if it had been deposited in his own 
drawer. It must be inferred that the testator meant to pass it by 
one of the two descriptions which he has used. In no sense was 
it money on security, and in a reasonable sense it w^as money in 
hand, and passed therefore to the wife ” 

So, in Taylor v. Taylor (1 Jurist., 401), where the testator 
bequeathed all his ready money, Lord Langdale said — It is 
true that in strict legal language, what is called money deposited 
at a banker’s is nothing more than a debt, and cannot be called 
ready money, but in the ordinary language of mankind money at 
a banker’s is called ready money, and we must construe a will 
according to the ordinary language of mankind ” 

Again in Parher v. Marcliant (1 Y. <& 0., 200), BnnOE, V.C., 
said — Undoubtedly an ordinary balance in a banker’s hands is, 
in a sense, a debt due from him — certainly ho may be sued for it 
as a debt. But it may be equally true that in a sense it is ready 

money The term ^ debt,’ however technically correct, 

is not colloquially, or familiarly applied to a balance at a banking 
house. No man talks of his banker in that character being in- 
debted to him. Men speaking of such a subject say that tlu‘y 
have so much at their banker’s, or so much in their banker’s 
hands, a mode of expression indicating virtual possession, rather 
than that right to which the law applies the term chom-m-action, 
, , , . Agreeing that the term (ready money) is applicable 
to money in the purse, or the house, I cannot agree that it is con- 
fined to money so placed. Money paid into a banking house, in 
the ordinary mode, is so paid for the purpose of being not safe 
merely, but ready as well as safe.” And, consequently, the V* C. 
held that a Bank Credit, or deposit passed under the term ** ready 
money.” And this opinion was confirmed on appeal (1 Phil., 
by Lord Lyndhtost — ^'Nobody can doubt that in the ordinary 
use of language, money at a banker’s would be considered as 
* ready money,’ Everybody speaks of the sum whicli he has at 
his banker’s as money : * my money at my banker’s ’ is a usual 
mode of expression. And if it is money at the banker’s, it is 
emphatically ready money, because it is placed there for the 
purpose of being ready when occasion requires; it is received 
upon the understanding that it shall be so ready. If a man goes 
to his banker, the money is counted out to him on the table. If 
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he sends an order for the money, it is counted out to his servant, 
or the person in whose favour that order is made. I consider, 
therefore, that it is strictly ^ ready money’ according to the 
ordinary acceptation of those terms among mankind” 

So again in Manning v. Purcell (2 Sm. & Giff., 284), the 
question was whether a balance on a current account, and a 
balance on a deposit account payable on demand, passed under 
the word moneys in a will, Stuaet, V. 0., said — The question 
as to the next subject of gift which the plaintiffs deny to be in- 
cluded in the gift of ^ moneys/ is as to the balances of the testator 
at his banker’s. The testator seems to have had balances upon a 
current account, and balances upon a deposit account. Now, the 
balance upon the current account certainly passed. It is also my 
opinion that the money, the evidence of which was the deposit notes, 
also passed under the description of moneys. It has been main- 
tained in argument, that the deposit notes are the vouchers given 
by the bankers with whom the deposits were made as security for 
money, and they have been likened to the case of money secured by 
a bond. It is said that the balance due is simply a debt, and the 
deposit note is evidence of the debt, just as a bond, which shews 
a debt, and binds the obligor to the payment of it. But moneys 
deposited by a testator with his bankers, on a deposit account, 
the balance carrying interest, is so much money at the disposal of 
the testator, and is as readily accessible by him as moneys in an 
ordinary current account. The fact that interest is allowed upon 
these deposits, is a reason for the depositor more reluctantly draw- 
ing upon his deposit account ; but in point of fact, there is no 
distinction at all shewn to me upon the custom of the bankers. 
The bankers have been examined in this case, and the habit is so 
notorious on this, that it would not require evidence to shew that 
where a banker holds money for which he gives a deposit note, it 
is just as accessible to his customer as if it was held on a current 
account 

If a customer having a balance of £10,000 at his banker’s 
wants £1,000, he must take a piece of paper and deliver it to the 
bankers before the bankers would pay him the money which they 
, hold for him. Now, with respect to the deposit money, the cus- 
tomer, if he wants that money, or any part of it, must bring the 
deposit receipt instead of an ordinary cheque ; but that does nob 
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make it; less accessible to him thaa if the bankers held it liable 
to be paid on cheques. If the slightest doubt were cast upon 
the accessibility of a depositor’s money which a banker holds 
on deposit receipts, it would soon put an end to the account 
altogether 

My decision proceeds upon this, that as to the deposit notes, 
as much as to the current account, the relation of banker and 
customer exists ; that the bankers holding money of a customer, 
whether on a deposit account or a current account, unless there 
is some express contract to take it out of the ordinary case of 
deposit, holds it as money, and as money, so readily accessible to 
the customer on the relation of banker and customer, that it is 
held to pass under the description of money generally ” 

8. The importance and the practical bearing of these inves- 
tigations and decisions are evident. In modern times private 
bankers discontinued issuing notes, and merely created Credits in 
their customers’ favour to be drawn against hj Cheques. These 
Credits are in banking language termed Deposits. Now many 
persons seeing a material Bank Note, which is only a Right re- 
corded on paper, are willing to admit that a Bank Note is ciish. 
But, from the want of a little reflection, they feel a dillioulty with 
regard to what they see as Deposits. They admit that a Bank 
Note is an Issue,” and Currency,” and “ Circulation,” but 
they fail to see that a Bank Credit is exactly in the same sense 
equally aa Issue,” "Currency,” and " Circulation” 

When a hanker, in exchange for money, or in exchange for the 
purchase of a Bill of Exchange, gives his Notes to his customer, 
he creates and Issues a Right of action against himself, which 
the customer may transfer to any one else. But also when a 
banker in exchange for money, or in Exchange for a Bill of Ex- 
change, creates a Credit in his books in his customer’s favour, he 
equally creates and "Issues” a Eight of action against him- 
self ; and by delivering a cheque book to his customer he thereby 
engages to pay the Credit to any one else to whom his customer 
may transfer it. Either form of Credit, therefore, is equally the 
Issue of a Right of Action to the customer. He has exactly the 
same right to demand payment of his Credit from the banker* 
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and exactly the same right to transfer it to any one else, whether 
it be by Note or by Cheque 

Unreflecting persons see only so many figures in a book ; they 
are startled at hearing them called Wealth : but, in fact, these 
figures are only the evidence of so many transferable rights of 
action in the persons of the banker’s creditors. These rights are 
just as much ‘‘issued” and in “circulation” as if they were Notes* 
They are equally liabilities to pay on demand. No doubt it is 
usual in bank returns to distinguish between Notes and Credits ; 
but suppose they were not so distinguished, but merely called 
liabilities, would not every one see that they stand on exactly 
the same footing ? Would any one then make any difference 
between them ? 

Thus these Bank Credits, or Deposits, are a mass of Property, 
just like so much corn or timber ; they are Peciinia, Bona, Res, 
Merxs they are now, though, of course, legally only debts, for all 
practical purposes the current coin of commerce : and the great 
medium of payment of the country : and specie is now only used 
occasionally, and as a supplement to payments in Credits of 
different forms 

Nothing can be more unfortunate or misleading than the 
expression which is so frequently used that banking is only the 
Economy of Capital,” and that the business of a banker is to 
borrow money from one set of persons and lend it to another set. 
Bankers, no doubt, do collect sums from a vast number of persons, 
but the peculiar essence of their business is, not to lend that 
money to other persons, but on the basis of this bullion to create 
a vast superstructure of Credit ; to multiply their promises to pay 
many times : these Credits being payable on demand and perform- 
ing all the functions of an equal amount of cash* Thus banking 
is not an Economy of Capital, but an increase of Capital ; the 
business of banking is not to lend money, but to create Credit : 
and by means of the Clearing House these Credits are now trans- 
ferred from one bank to another, just as easily as a Credit is 
transferred from one account to another in the same bank by 
means of a cheque. And all these Credits are in the ordinary 
language and practice of commerce exactly equal to so much 
cash or Currency 
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9. After the authoritative exposition we have given above 
of the real meaning of the word Ourrency, and the judicial 
decisions of what it includes, it is rather a work of supererogation 
to cite the opinions of lay writers. The controvemies as to the 
meaning of Ourrency did not arise until Smith had been several 
years in his grave ; but we think that no one who reads his work 
can form any doubt but that bills of exchange are necessarily 
included under his designation of paper money. The question, 
however, is extremely unimportant, and would take far too much 
space to examine thoroughly 

The first occasion on which w^e have met the term Circulating 
Medium is in the debate on the Bank Restriction Act, 1797,^ in 
which Mr. Fox said he wished that gentlemen, ^Mnstead of amus- 
ing themselves with new terms of ‘ Circulating Medium ' and the 
like,” which shews that it must then have been of very recent 
introduction. Mr. Pitt, in his reply, said — ‘^As so much has 
been said upon the nature of a Circulating Medium, he thought 
it necessary to notice that he did not for his own part take it to 
be of that empirical kind which had been generally described. It 
appeared to him to consist in anythmg that answered the great 
purposes of trade and commerce, whether in specie, paper, or any 
other term that might be used.” It is quite evident, therefoix^, 
that bills of exchange, cheques, and bank credits would all bo 
included under such a designation, because they all effect the 
circulation of merchandise 

The first place in which we have met the doctrine that the wwd 
Currency, or Circulating Medium, is to be restricted to specie and 
Bank Notes only, is in a letter of Mr. Boyd, a well known financial 
agent, to Mr. Pitt. He says, p. 2 — “ By the words ' Means of 
Circulation,’ * Circulating Medium,’ and ‘Currency,’ which are 
used almost as synonymous terms in this letter, I nndemtand 
always ready money^ whether consisting of Bank Notes or specie, 
in contradistinction to Bills of Exchange, Navy Bills, Exchequer 
Bills, or any other negotiable paper, which form no part of the 
circulating medium, as I have always understood the term. The 
latter is the circulator ; the former are merely objects of circula- 
tion.” But Mr. Boyd, in his preface, says— “ But from the mere 
return of bank notes (without that of the balances on the boohs ^ 

* PaiUamentary Eistory of England, Vot 2X17//., jp, 840. 
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for which the bank is likewise liable, and of the specie in its coffers) 
no accurate estimate can be formed of the positive difference 
between the present and the former circulation.’’ Mr. Boyd 
therefore, expressly includes Bank Credits, or Deposits, under the 
title Currency, and as his notion of Currency was ready money, it 
is quite evident that Cheques were also Currency in his opinion, 
because we have seen that Mercantile Law considers Bank Notes, 
Cheques, and Bank Credits, as all equally ready money 

Whether this opinion of Mr. Boyd’s gained any adherents we 
cannot say ; but, in opposition to this novel doctrine, Mr. Henry 
Thornton, one of the authors of the Bullion Eeport, said* — ‘‘A 
multitude of bills pass between trader and trader in the country 
in the manner that has been described ; and they evidently form, 
in the strictest sense, a part of the Circulating Medium of the 
country.” And in a note on this passage he says — ‘‘ Mr. Boyd in 
his publication addressed to Mr. Pitt on the subject of the Bank 
of England issues, propagates the same error into which many 
others had fallen, of considering bills as no part of the circulating 
medium of the country,”— After quoting the above passage from 
Mr, Boyd, he says — It will be seen in the progress of this work 
that it was necessary to clear away much confusion which had 
arisen from the want of a sufficiently full acquaintance with the 
several kinds of paper credit, and, in particular, to remove, by a 
considerable detail, the prevailing errors respecting the nature of 
bills, before it could be possible to reason properly upon the effects 
of paper credit ” 

Certainly no influential person at that time adopted such an 
opinion, and we may quote a passage from the speech of the 
Marquis of Tichfield, one of the most distinguished of the rising 
men of the day, on Mr. Western’s motion, in 1822, regarding the 
Act of 1819. He said — ‘‘ Economy of money was, by contrivances 
to spare the use of it, according to the description of his right 
honourable friend, by substitution of the precious metals in the 
shape of voluntary credit. Every new contrivance of this kind, 
and every one improved, had that tendency. When it was con- 
sidered to how great an extent these contrivances had been 
practised, in the various modes of Verbal, Book, and 
Circulating Credits, it was easy to see that the country 

* Inquiry into tJie Nature and Effects of the Eajyer Credit of Chreat JBritain,jp.4.0» 
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had received a great addition to its Currency. This addition 
to the Currency would^ of coarse, have the same effect as ij 
gold had ieen increased from the minesT Here, therefore, wo st^e 
it explicity stated that Credit, iu all its shapes and forms, is 
independent, exchangeable property, of the value of, and produc- 
ing the same effects as, gold 

10 . The question What the term Currency includes?’’ was 
much discussed before the Committee of 1^40 ; but it is only 
necessary to state here the views of those witnesses whose opinions 
prevailed with the framers of the Bank Charter Act of 1814 

Mr. Geoege Waede Noeman, a Director of the Bank of 
England, was asked — 

1691. " Are there any grounds for considering the deposits of 
the Bank of England as Currency ? — No, I think not 

1692. **Do you consider that any deposits, merely in their 
character of deposits, can be considered as Currency? — No, I 
do not 

1693. “Will yon state what, in your opinion, forms the 
distinction between Currency and deposits ? — I consider that, 
looking broadly at deposits and Currency, they are quite distinct ; 
they have little to do with each other. But I couc<‘ive that the 
use of deposits is one of the banking expedients, which is avail- 
able for economising currency, along with a great many others. 
I do not consider them as Currency or money. I ought to observe, 
perhaps, to the Committee, that I employ the words ‘ money’ and 
‘currency’ as synonymous. Deposits are used by means of trans- 
fers made in the books of bankers ; and these afford the means of 
adjusting and settling transactions, andjpro ia^ito dispense with a 
certain quantity of money ; or they may be set off against each 
other, from one banker to another, to a certain extent, and thus 
produce the same effect. Still they possess the essential qualities 
of money in a very low degree 

1694. “Do you entertain a similar opinion as to Bills of 
Exchange? — Yes, exactly ; I think they arc also used to economise 
Currency. I look upon them as banking expedients for that 
purpose; but they do not possess fully the qualities which I 
consider money to possess 

1695. “Will yon explain the difference between the functions 
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which money will perform and those which Bills of Exchange or 
deposits will perform ? — ^To answer that question fully, one must, 

I am afraid, take rather a wide view ; hut I look upon it that the 
three most essential qualities money should possess are that it 
should bo in universal demand by everybody, in all times and all 
places 5 that it should possess fixed value 5 and that it should be 
a perfect numerator. There are other qualities ; but I think 
these are the most essential. Now, when I look at all banking 
expedients, I find they do not possess these qualities fiilly. They 
possess them in a very low degree ; and, therefore, as we see took 
place in the autumn of 1835, with a very large increase of the 
deposits of the Bank, the circulation diminished, and there was 
every appearance of the effects of contraction ; there was an in- 
creased influx of treasure ; and I conceive from that there were 
lower prices. By a numerator I mean that which measures the 
value of other commodities with the greatest possible facility. If we 
look at all these banking expedients, we see that they possess the 
three qualities which I have mentioned in a very much lower degree 

1C96. “'Will you state in what respect?— I can only take 
them one by one. A Bill of Exchange is an instrument commonly 
payable at some future time, at a certain place, and to some 
particular individual ; it is of no use to any other individual, 
except it is indorsed to him. A man cannot go into a shop with 
a Bill of Exchange and buy what ho wants ; he could not pay his 
labourers with a Bill of Exchange. The same with a banker’s 
deposit, ho can do nothing of that sort with that ; he can do 
with less money than he would otherwise employ, if he has Bills 
of Exchange, or bankers’ deposits ; but he cannot, with Bills of 
Exchange or bankers’ deposits, do whatever he could with sove- 
reigns and shillings. By a banker’s deposit, I mean a credit in a 
banker’s books ; nothing more nor less than that ” 

U. Mr. Samtjbl Jokes Lotd, now Lord Oteestokb, was 
asked — 

2665. “What is it that you include in the term circulation?— 
I include in the term circulation, metallic coin, and paper notes 
promising to pay the metallic coin to bearer on demand. • • . 

2661. “ In your definition, then, of the word circulation, you 
do not include deposite ?— No, I do not 
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2662. “Do you inclndo Bills of Exchange ?— No, I do not 

2663. “ Why do you not include deposits in your definition of 
circulation ? — ^To answer that question, I hclieve I must be allowed 
to revert to fiirst principles. The precious metals are distributed to 
the different countries of the world by the operation of particular 
laws, which have been investigated and are now well recognised. 
These laws allot to each country a certain portion of the precious 
metals, which, while other things remain unchanged, remains 
itself unchanged. The precious metals, converted into coin, 
constitute the money of each country. That coin circulates 
sometimes in kind ; but, in highly advanced countries, it is 
represented to a certain extent by paper notes, promising to pay 
the coin to bearer on demand ; those notes being of such a nature 
in principle that the increase of them supplants coin to an equal 
amount. Where those notes are in use, the metallic coin, together 
with those notes, constitute the money or Currency of that country. 
Now, this money is marked by certain distinguishing characteris- 
tics ; first of all, that its amount is determined by the laws which 
apportion the precious metals to the different countries of the 
world ; secondly, that it is in every country the common measure 
of the value of all other commodities, the standard, by reference 
to which the value of every other commodity is ascertained, and 
every contract fulfilled; and, thirdly, it becomes the common 
medium of exchange for the adjustment of all transactions equally 
at all times, between all persons, and in all places. It has, further, 
the quality of discharging these functions in endless succession. 
Now, I conceive that neither deposits nor Bills of Exchange, in 
any way whatever, possess these qualities. In the first place, the 
amoimt of them is not determined by the laws which determine 
the amount of the precious metals in each country ; in the second 
place, they will in no respect serve as a common measure of value, 
or a standard, by reference to which we can measure the relative 
value of all other commodities ; and, in the next place, they do not 
possess that power of universal exchangeability which belongs to 
the money of the country 

2664. “Why do you not include Bills of Exchange in cir- 
culation ? — I exclude Bills of Exchange for precisely the same 
reasons that I have stated in my former answer for excluding 
deposits. Thei-e is another passage in the same report which 
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appears to me to shew very clearly that the French Chamber 
have fully appreciated the distinction between Bills of Exchange 
and money — ‘ Every written obligation to pay a sum due may 
become a sign of the money : the sign has acquired some of the 
advantages of circulating money ; because like bills of exchange, 
it may be transmitted by the easy and prompt method of indorse- 
ment. But what obstacles there are I It does not represent at 
every instant to its holder the sum inscribed on it ; it can only 
be paid at a distant time : to realise it at once, it must be parted 
with. If one finds any one sufficiently trustful to accept it, it can 
only be transferred by guaranteeing it by indorsement. It is an 
eventual obligation which one contracts one’s self, and under the 
weight of which, until it is paid, one’s credit suffers. One is not 
always disposed to reveal the nature of one’s business by the sig- 
natures one puts in circulation. These inconveniences led people 
to find out a sign of money stiU more active and more convenient, 
which shares, like the Bill of Exchange, the qualities of metallic 
money, because it has no other merit but to represent it, but 
which can procure it at any moment ; which, like the piece of 
money, is transferred from hand to hand, without the necessity of 
being guaranteed, without leaving traces of its passage. The note 
payable to bearer on demand, issued by powerful associations 
formed under the authority and acting under the continual 
observation of government, has appeared to present these 
advantages. Hence Banks of circulation’ 

26 C 5 . Under similar circumstances, will the aggregate 
amount credited to depositors in bankers’ books bear some re- 
lation to the quantity of money in the country ?— During tem- 
porary fluctuations in the amount of circulation, all Other things 
remaining unchanged, I conceive the amount of deposits will be 
affected by such fluctuations 

26 CG. *^Is the amount of bills of exchange dependent in some 
degree on the quantity of money ?— I apprehend that it is 
dependent in a very great degree. I consider the money of the 
country to be the foundation, and the bills of exchange to be the 
superstructure raised upon it. I conceive that bills of exchange 
are an important form of banking operations, and the circulation 
of the country is the money in which these operations are to be 
adjusted ; any contraction of the circulation of the country will, 
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of course, act upon credit ; bills of exchange, being an important 
form of credit, will feel the effect of that contraction in a very 
powerful degree; they will, in fact, be contracted in a much 
greater degree than the paper circulation 

2667. Sir Jtobert Peel : “What are the elements which con- 
stitute money in the sense in which you use the expression, 
* quantity of money ? ’ What is the exact meaning you attach to 
the words ‘ quantity of money — quantity of metallic Currency ? ’ 
— ^When I use the words quantity of money, I mean the quantity 
of metallic coin and of paper notes, promising to pay the coin on 
demand, which are in circulation in this country 

2668. “ Paper notes payable by coin ? — Yes 

2669. “ By whomsoever issued ? — ^Yes 

2670. “By country banks as well as other banks ?— Yes 

2671. Ghairman : “ Would this superstructure, consisting of 
snnas credited to depositors in bankers’ books and bills of ex- 
change, equally exist, although no notes payable in coin on 
demand existed in the country ? — ^Yes ; I apprehend that every 
question with respect to deposits, and with respect to bills of 
exchange, is totally distinct from the question which has reference 
to the nature of the process of substituting promissory notes in 
lieu of coin, and of the laws by which that process ought to be 
governed. If the promissory notes be properly regulated, so as 
to be at all times of the amount which the coin would have been, 
deposits and bills of exchange, whatever changes they may under- 
go, would sustain these changes equally, either with a metallic 
Currency, or with a paper Currency properly regulated ; conse- 
quently, every investigation respecting their character or amount, 
is a distinct? question from that which has reference only to the 
substitution of the paper notes for coin 

2672. “ There would be no reason why, if there wore no notes 
payable in coin on demand, the amount of this superstructure 
should be less than it now is, with a mixed circulation of specie 
and of notes payable on demand ? — None whatever. T apprehend 
that, upon the supposition that the paper notes are kept of the 
same amount of the metallic money, the question of the super- 
structure, whether of deposits or of bills of exchange remains 
precisely the same 

2673. “ That answer takes for granted that, in the first case 
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the metallic Currency, and, in the second case, the metallic 
Currency, plus the notes payable on demand, are the same in 
quantity ? — Yes 

2G74. Sir llobert Peel: “You suppose the notes payable on 
demand to displace an araonut of coin precisely equal to those 
notes ? — They ought to be so under a proper regulation of the 
paper money, otherwise they are not kept at tlie same value as 
coin 

267i5. Mr. Aitmod : “Would you consider that the super- 
stnicturo of hills of exchange, founded entirely upon a metallic 
Currency, might, at particular times, become unduly expanded ? 
—The answer to that quesUon depends entirely upon the precise 
moaning of the word ‘ unduly.’ I appi-ehcnd, undoubtedly, that 
it is perfectly itossible that credit, and the consequences which 
sometimes result from credit, viz., over-bunking in all its forms, 
and the over issue of bills of e.xchange, which is one important 
form of over-banking, may arise with a purely metallic Currency ; 
and it may also arise with a currency consisting jointly of metallic 
mont7 and paper notes promising to pay in coin ; and I conceive 
further, that if the notes be properly regulated, that is, if they be 
kept at the amount which the coin otherwise would be, whatever 
over-banking would have arisen with a metallic Currency, would 
arise, and to the same extent, neither more or less, with money 
consisting of metallic coin and paper notes jointly 

2676. “ May not over-banking and over-issue of bills of ex- 
change, forming a superstructure based upon money composed 
of metal and paper note.s, derange the certainty of the notes being 
duly paid in gold ?— I apprehend that if the paper notes be 
properly regulated, according to the sense which I have already 
attributed to that expression, and if a proper proportion of gold 
bo held in reserve, the solidity of the basis cannot be disturbed ; 
that is, that if there bo a projior conli'action of the paper notes as 
gold goes out, the coin’ertibility of the paper system will be 
effootnally preserved by the continually increasing value of the 
remaining quantity of the Currency, as the contniotion proceeds ” 

About this period, and for a long time preceding, the greatest 
part of the Circulating Medium of Lancashire was bills of 
exchange, which sometimes had 150 indorsements on them before 
they came to maturity. Lord Overstoue was asked— 
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8026. “ Docs nofc the principal circulation of Lancashire con- 
sist of bills of exchange ? — As I contend that bills of exchange 
do not form a part of the circulation, of course I am bound, in 
answer to that question, to say No 

3027. “ Is there not a large quantity of bills of exchange in 
circulation in Lancashire ?— Undoubtedly, wherever a large mass 
of mercantile or trading transactions take place, there will exist a 
large amount of bills of exchange ; and that is the case, to a 
great extent, in Lancashire 

3028. “ Do not the bills exceed, to an immense amount, the 
issue of notes payable on demand in Lancashire ?— Undoubtedly 
they do, to a great amount” 

12 . Mr. Hume had a long fencing match with Lord Over- 
stone as to the distinction between Bank Notes and Deposits. 
Lord Overstoue admitted that a debt might be discharged either 
by the transfer of a Bank Note, or by the transfer of a Credit in 
the books of the Bank: but he strongly contended that Bank 
Notes are money, and that Bank Credits, or Deposits, are not 

3148. “ Do you consider any portion of the deposits in the 
Bank of England as money ? — I do not .... 

8150. “ Could 20,000 sovereigns have more completely dis- 
charged the obligation to pay the £20,000 of bills than the 
deposits did ? — ^\^ere two parties have each an account with a 
deposit bank, a transfer of the credit from one party to the credit 
of another party, may certainly discharge an obligation in the 
same manner, and to the same extent to which sovereigns would 
have discharged that obligation .... 

3169. “Will not the debt between the two be discharged 
thereby ?— Yes 

3170. “In the one case I have supposed that payment of 
£1,000 was made by means of notes in circulation ; payment was 
made by the delivery of these notes from one hand to another, 
and they are transported from place to place : but in the case of 
a payment made by means of a transfer in the books of the bank 
from one account to another, I ask you are not those payments 
equally valid, and would not the debt bo discharged equally in 
either case ? — In the one case the debt has been discharged by 
the use of money : in the other case the debt has been discharged 
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without the necessity of resorting to the use of money, in con- 
sequence of the economising process of deposit business in the 
Bank of England 

3171. Can the debt of £1,000 which one person owes to 
another be discharged, without money being paid, or its value ? — 
A debt of £1,000 cannot be discharged without, in some way or 
other, transferring the value of £1,000 ; but that transfer of 
value may certainly be effected without the use of money 

8172. “Was not the deposit transfer in the Bank of England, 
to satisfy that debt of £1,000, of the same value as the £1,000 
notes which passed in the other case ?— A credit in the Bank of 
England I consider is of the same value as the same nominal 
amount of money ; and if the credit be transferred, the same 
value I consider to be transferred as if money of that nominal 
amount had been transferred .... 

8177. “Is there any fallacy in the statement that in the 
accounts published by the Bank, their liabilities are divided into 
two heads, circulation and deposits ? — I am not prepared to state 
that there is any fallacy in it 

8178. “ Have you not said that deposits do not, in any way 
whatever, possess the qualities of money ? — If I have said so, I 
shall be glad to have the statement laid before me 

8179. “Have you not, in question 2668, enumerated certain 
distinguishing characteristics of money ? — I have 

3180. “ Have you not, in the same question, stated that 
deposits do not, in any way whatever, possess those character- 
istics ? — ^Tes, I have 

8181. “ Have you not, in answer to previous questions, ad- 
mitted that for the discharge of debts, deposits have the charac- 
teristics of money ? — All that I have admitted is, I believe, that 
a deposit may, under certain supposed circumstances, be used to 
discharge a certain supposed debt ” 

Lord Overstone also said (8182) — “Will any man in his com- 
mon senses pretend to say that the total amount of transactions 
adjusted at the Clearing House are part of the money, or cir- 
culating medium of the country ? ” No, of course, no one says 
that a tranmction is money ; but the operations of the Clearing 
House consist exclusively of the transfers of Bank Credits from 
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one bank to another,* and, most undoubtedly, these Bank Credits 
are part of the circulating medium of the country 

Now, we have already seen that in Roman Law these Rights 
are expressly classed as Pecuma; we have seen, that both by our 
Courts of Law and Equity they are held to be equivalent to 
Money ; and Lord Overstone has himself admitted that they are 
of the same nominal value as money. How, then, can it be con- 
trary to common sense to say that they arc part of the circulating 
medium of the country ? However, to avoid all such discussions, 
every one must admit that they have now become, in consequence 
of the general spread of the use of banking, the great medium of 
the payments of the country. And, therefore, those who consider 
the essence of money to be closing debt,” must admit them to 
be money. Thus they are answered by their own arguments ; 
which are, however, erroneous, because money is not that which 
may happen to close a debt, but that which a debtor can by law 
compel his creditor to take in payment of a debt 

Lord Overstone further said (308:2) — When I give a defini- 
tion of ‘OuiTcncy,’ of coume it is Currency in the abstratjt: it is 
that wdiich Currency onglit to bo : tluib definition ])r(q)(*rly laid 
down, and properly aj)i»lied, will include paper notes payable ou 
demand, and it will exclude bills of e.xchango” 

Here, again, Lord Overstone is absolutely wrong. It will be 
seen from the judicial decisions given above that it is perfectly 
impossible to frame a true definition of Currency which slmll 
include bank notes and exclude bills of exchange ; and, moreover, 
no bank notes in England, except Bank of England notes, aro 
money ; because no debtor can compel his creditor to take any 
bank notes in payment of a debt, except Bank of England notes, 
and these only so long as the Bank pays them in money on 
demand. If the Bank were to stop payment, Bank of England 
notes would immediately cease to be legal tender ; a consideration 
which will bo found of the greatest importance when we come 
to investigate the mechanism and operation of the Bank Charter 
Act of 1844 

13 . Lastly, we may quote Colonel Torrens, because he was 
not only one of the most influential of this school, but it was 
sometimes alleged that he was, in reality, the author of the scheme 
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which Sir Eoherfc Peel adopted in his Bank Charter Act of 1844. 
lie says*^ — “ The terms Money and Currency have hitherto been 
employed to denote those instruments of exchange which possess 
intrinsic or derivative value, and by which, from laiv or custom^ 
debts are discharged and transactions finally closed. Bank notes, 
payable in specie on demand, have been included under these 
terms as well as coin, because, by law and custom the acceptance 
of the notes of a solvent bank, no less than the acceptance of 
coin, liquidates debts and closes transactions ; while bills of 
exchange, bank credits, cheques, and other instruments by which 
the use of money is economised, have not been included under 
the terms money and Currency, because the acceptance of such 
instruments does not liquidate debts and finally close transactions” 
Again he says, in reply to some perfectly just observations of 
Mr. Fullarton — “ It is an obvious departure from ordinary lan- 
guage to say that whether a purchase is effected by a payment in 
bank notes, or by a bill of exchange, the result is the same. 
According to the meaning of the term, Money and Credit, as 
established by the universal usage of the market, a purchase 
effected by a payment in bank notes is a ready money purchase, 
while a transaction negotiated by the payment of a bill of ex- 
change is a purchase upon credit. In the former case the trans- 
action is concluded, and the vendor has no further claim upon 
the purchaser ; in the latter case the transaction is not concluded, 
and the vendor continues to have a claim upon the purchaser 
until a further payment has been made in satisfaction of the bill 
of exchange. A bank note liquidates a debt, a bill of exchange 
records the existence of a debt, and promises liquidation a future 
day, Mr. Fullarton not only inverts language, but mis-states 
facts, when he says that the transactions of which bank notes 
have been the instruments must remain incomplete until the 
notes shall be returned upon the issuing bank, or discharged in 
cash. A bank note for £100 may pass from purchasers to 
vendors many times a day, finally closing on the instant, 
each successive transaction. A bill of exchange may also pass 
from purchasers to vendors many times a day, but no one of the 
successive transactions of which it is the medium can be finally 


• The Princijfies and Practical Operation of Sir Robert PeeVs Act of 1844 , 
explained and defended^ p* 79 . 
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closed until the last recipient has received in coin or in laiik 
notes f?be amount it reiwesents 

“ Now it is the necessity of ultimate re-payment whicli con- 
stitutes the main point of distinction, which marks the boundary 
between forms of credit and money. It is a necessity which 
applies to bills of exchange and cheques, but which does not 
apply to bank notes ; and, therefore, upon Mr. Fullarton’s own 
sliewing, upon his own definitions and his own conditions, ns 
to what constitutes money, bank notes come under the head of 
money : while bills of exchange and bankers’ cheques, and such 
other instruments as require ultimate payments, transfers, and 
settlements, do not come under the phrase money. . , . 
Upon Mr. Pullarton’s own shewing money consists of those in- 
struments only by which debts are discharged, balances adjusted, 
and transactions finally closed; and, therefore, Mr. Fullurton, 
unless he should choose to continue to contradict himself, must 
admit that bank notes are, and that bills of exchange, cash credits, 
and cheques are nob, money ” 

14. We have now cited at length the doctrines upon which 
the Bank Charter Act of 1811 is bjisod, and wc have now to 
examine the necessary logical consequences to which these 
doctrines lead 

Mr. Norman said that money, or Curreney, should possess 
fixed value, and bo a perfect numerator. Bat how can money, or 
any thing, possess fixed value, when its value is changing from 
hour to hour ? — ^An instrument of credit may preserve an equality 
of value with respect to money, but not with respect to anything 
else, unless it is expressed to he payable in it. He said that he 
meant by a numerator that which measured the value of other 
commodities with the greatest facility. Why does a promise to 
pay £60 measure the value of things with less facility than £60 
itself ? 

It is nob a little amusing to find the celebrated phrase of the 
Eoman Catholic Church , — Quod semper^ quod ubiquc^ quod ab 
omnibus^ starting up and meeting us m a discussion on Currency. 
In Lord Overstone’s opinion, money and Currency arc identical, 
and include the coined metallic money, and the paper notes pro- 
mising to pay the bearer coin on demand ; and, he says, that 
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the characteristic of their being money is, that they are received 
equally at ^^all times^ 'between all persons, and in all places^ 
For the sake of shortness, let us designate this phrase by 3A, 
from the three alls in it. He excludes Bills of Exchange from 
the designation of Currency, because they do not possess that 
power of universal exchangeability which belongs to the money 
of the country.” This definition is fatal to Lord Overstone’s 
own view. In fact, if it be true, there is no such thing as money 
or Currency at all. In the first place, it at once excludes the 
whole of bank notes. The notes of a bank in the remote district 
of Cumberland would not be current in Cornwall ; therefore they 
are not 3A ; therefore they are not Currency. Again, the notes 
of a bank in Cornwall would not be current in Cumberland; 
therefore they arc not Currency. Similarly, there are no country 
bank notes which have a general Currency throughout England ; 
therefore no country bank notes are 3A; therefore no country 
bank notes are Currency. Till within the last fifty years or so, 
Bank of England notes had scarcely any Currency beyond London 
and Lancashire ; in country districts a preference was universally 
given to local notes ; therefore Bank of England notes were not 
8A; they had not a power of ‘^universal exchangeability” ; there- 
fore they were not Currency. Bank of England notes would, 
even now, not pass throughout the greater part of Scotland. If, 
therefore, the test of 3A and “universal exchangeability” be 
applied, the claims of all bank notes to be considered as Currency 
arc annihilated at once. The acceptance of a Baring or a 
Rothschild would be received in payment of a debt by a far 
larger circle of persons than the notes of an obscure and remote 
country bank 

But the universality of Lord Overstone’s assertion is fatal to 
his argument in other ways. On the Continent, silver is the 
legal standard of value ; in England, silver, like copper, is merely 
coined into small tokens, called shillings, &c., which are made to 
pass current above their natural value, and are only legal tender 
for a very trifling amount, hence it cannot be used in the adjust- 
ment of all transactions ; therefore it is not SA ; therefore it is 
not Currency, There are other countries where gold is not a legal 
tender, therefore it fails to satisfy Lord Overstone’s test, therefore 
it is not Currency. If, then, the test proposed by Lord Overstoue 
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be considered as correct, it is easy to see that there is no substance 
or material whatever that will not fail under it ; and, therefore, 
time is no such thing as Curremy 

The fact is, that the only difference between a Bill of Exchange 
and a Bank Note is, that the former is a promise of a deferred 
payment, and the latter that of an immediate one, and there is 
less risk in taking the latter than the former. From these cir- 
cumstances, a Ihink Note possesses a greater thgree of (‘irculating 
1 ‘ower than a Bill of Exchange. But, in the ilidland Counties 
of England, it used to be <iuite common for the banks to issue 
ihe bills of exchange they had discounted with their own 
indorsement upon them. In which respect they were in every 
way equivalent to Bank Notes ; moreover, there is not the same 
inducement to put a bill into circulation as a Bank Note, because 
the former increases in value as the day of payment approaches, 
and it is unprofitable to keep a note idle. But it is to the last 
degree unphilosophical to maintain that these two obligations are 
of different mtnres, because they are adapted to circulate in 
different degrees 

15. Every commercial lawyer would at oucc perceive the 
fundamental fallacy of the reasons why Colonel Torrens and 
others maintain that Bank Notes are Currency, and that Cheques 
and Bills of Exchange arc not. They suppose that bank notes 
pass without indorsement, and that bills of exchange do not, 
Even if that were true, it would not be any valid ground for the 
distinction, because such a thing would in no way affect the 
liabure of the instrument. It is wholly untrue to suppose that 
l)ank notes and money are the only things which close trans- 
actions. By the tabic given above* it is seen that upwards of 95 
per cent, of commercial payments and receipts were made by 
l\Iessrs. Morrison and Co. in instruments of credit, other than 
bank notes 

But it is a very great mistake to stiy that bank notes pass 
without indorsement and bills of exchange do not. At the time 
the Bank of England was founded, it was supposed to bo illegal 
for any such things as promissory notes to i)aKS by assignment 
The negotiability of bank notes had to be provided for by the Act 

♦ CL DO. 
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Ifc was enacted, that all the Bank’s bills obligatory and of credit, 
made or given to any person, might, hj indorsement of such person, 
bo freely assigned to any person who should voluntarily accept 
them, and so by such assignees Mies quoties by indorsement 
thereon, and all such assignees might sue thereon in their own 
names 

Tlic assignment of the Goldsmiths’ notes, or the private 
bankers’ notes, was held to be illegal much later than this. In 
170J1 it was decided that no promissory notes were assignable or 
indorsable over within the custom of merchants. In 1704 the 
Act was passed which allowed promissory notes to be assigned by 
indorsement like Bills of Exchange. It is true that the custom 
of indorsing Bunk of England Notes, and, it is probable country 
liank notes too, soon fell into disuse, but that makes no difference 
in the law of the subject 

It is also an error to suppose that Bills of Exchange require 
an indorsmnent at each transfer. A Bill of Exchange may be 
made payable to bearer, and then it requires no indorsement at 
all. Bills, however, are generally drawn payable to order, and 
then they require that the payee should indorse them 5 but he 
may do that without making himself liable on them, as is done in 
many cases. After the first indorsement in blank, the Bill is pay- 
able to bearer, and may be passed by mere delivery, in all respects 
like a Bank Note. “ I see no difference,” said Lord Mansfield, 
between a note indorsed in blank, and one payable to bearer.” 
“And,” says Mr. Justice Bylos,** “a transfer by mere delivery, 
without indorsement, of a Bill of Exchange, or Promissory Note, 
made or become payable to bearer, does not render the transferor 
liable on the instrument to the transferee 

“And it is conceived to be the general rule of the English law, 
and the fair result of the English authorities, that the transferor 
is not even liable to refund the consideration, if the bill or note 
so transferred by delivery, without indorsement, turns out to be 
of no value by reason of the failure of the other parties to it. For 
the sending to market of a bill or note payable to bearer without 
indorsing it, isprimd facie a sale of the bill. And there is no 
implied guarantee for the solvency of the maker, or of any other 
party 

* A Treatise on ike Laws of Bilk (f Exchani^e^ etc*t Bth 146. 
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If a bill, or note, made or became payable to bearer, bo 
delivered without indorsement, not in payment of a pre-existing 
debt, but by way of exchange for goods, for other bills or notes, 
or for money transferred to the party delivering the bill at the 
same time, such a transaction has been repeatedly held to bo a 
sale of the bill by the party transferring it, and a purchase of 
the instrument, with all risks, by the transferee. ‘ It is extremely 
clear, said Lord Kenyon, ‘ that if the holder of a bill sent it to 
market without indorsing his name upon it, neither morality, nor 
the law of this country, will compel him to refund the money for 
whicli ho sold it, if he did not know at the time that it was not a 
good bill’ So, when A gave a bankrupt, before his bankruptcy, 
cash for a bill, but refused to allow the bankrupt to indorse it, 
thinking it better without his name, and afterwards, on dishonour 
of the bill, proved the amount under the commission, the Lord 
Chancellor ordered the debt to be expunged, observing that this 
was a sale of the bill So, if a party discounts bills with a banker, 
and receives, in part of the discount, other bills, but not indorsed 
by the banker, which bills turn ont to be bad, the banker is not 
liable, ‘Having taken them without indorsement,’ says Lord 
Kenyon, ‘ he has taken the risk on himself. The bankers were 
the holders of the bills, and, by not indorsing them, have refused 
to pledge their credit to their validity ; and the transferee must 
be taken to have received them on their own credit only.’ So 
where, in the morning, A sold B a quantity of corn, and, at thn^e 
o’clock in the afternoon of the same day, B delivered to A, in pay- 
ment, certain promissory notes of the Bank of 0, which had tluui 
stopped payment, hut which circumstance was not at the time 
known to either party, Baylcy, J., said— ‘ If the notes had been 
Civen to A at the time when the corn was sold, he could have no 
/cmedy upon them against B. A might have insisted on payment 
in xnoney, but, if he consented to receive the notes as money, they 
would have been taken by him at his peril’ Such seems the 
general rule governing the transfer by delivery, not only of 
ordinary Bills of Exchange and Promissory Notes, but also of 
Bank Notes. Nor is there any hardship in such a rule, for the 
remedy against the transferor may always ho preserved by indorse- 
ment, or by special contract ” 

While it has always been acknowledged that the delivery of a 
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liill without iudoiremeTit. in oxchange for a valuable consideration, 
is a sale of it, it has fretiueutly been said that, if the bill be in- 
<loraed. it is only a loan. We have pointed out the ambiguity of 
the word loan already. It is often said that a banker lends his 
customer money on the security of bills. But this is an inaccurate 
mode of statement. What the banker does is to buy a debt due 
to his customer, and, when he indorses the bill, his customer gives 
him a limited warranty of its soundness. If the banker lent his 
customer the money, it would be his duty to repay it. But that 
is not so. It is the acceptor’s business to pay the bill, and, if he 
cltK's not do so, the banker may, by giving his customer immediate 
notice, and making a demand, make his customer take back the 
l>ill, and repsiy the money. But if the banker fail in giving 
immediate notice, his remedy against Ins customer is gone 

16. But the Law of Coniumily shows the fallacy of the 
doctrine that Bank Notes payable to bearer on demand alone are 
Currency. Lord Overstone rigorously restricts the term to such 
notes. But would not notes payable one minute after demand bo 
Currency ? or one hour ? or two, or three, or four hours ? Would 
not notes payable one day after demand be Currency ? or two or 
three days ? Lord Overstone denied that Bank post bills which 
are issued payable seven days after sight, are Currency. Accord- 
ing to this doctrine, if a man deposits money in the Bank and 
receives in exchange for it a bank note payable on demand— that 
is Currency; but if he asks, for his owu convenience, for a note 
pvyable seven days after sight— that is not Currency ! But the 
note becomes payable on demand ou the seventh day after sight, 
and then, by his own definition, it is Currency. What was it 
before? It used formerly to be the custom for banks in the 
country to issue notes payable 20 days after demand. These 
notes circulated and produced all the elTuets of money. What 
were they, if they were nob Currency ? Ciieques are payable on 
How are they nob Curreiiey as mueli as notes ? llow 
ate Bills of Exchange not Currency on the day they become pay- 
able ? And, if they are so then, what were they before ? It is 
quite plain that there can be but one answer. They are all 
species of Currency, though differing in degree, and the distinc- 
tion between them is untenable 
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Nay, according to this doctrine a Bank Note itself is only 
Currency daring about six hours out of the twenty-four : because 
it is only payable on demafid during banking hours, say from 
i) a.m. to 3 p.in. As soon as the clock strikes three the Note is 
not payable till next day ; and, consequently, it is not Currency, 
and has ceased to affect the foreign exchanges. Therefore, at 5 
minutes before three it is Currency, and 5 minutes after three it 
is not Currency. So at 5 minutes before nine a.m. it is not 
Currency, at 5 minutes after nine it is Currency. We must leave 
our readers to judge whether such doctrines are sound philosophy 

Not only are Colonel Torrens’s statements of law perfectly 
inaccurate, but also his statements of fact and the routine of 
business. He asserts that Bills of Exchange are not Currency 
because they are intended to be, and arc, ultimately liepadatod in 
coin or bank notes. Such a statement as this shews the most pro- 
found ignorance of the ordinary routine business of banking ; for 
comparatively very few bills are ever paid by means of coin or 
bank notes ; in modern times they are almost univ(5rsally paid by 
means of Bank Credits : and, consequently, by Colonel Torrens’s 
own definition, these Bank Credits must bo money 

17 . But we must point out the further conclusions which the 
doctrines set forth by those witnesses lead to, whicii may some- 
what surprise their advocates 

They say that the fundamental essence of Currency or Money 
is that it closes a debt ” 

Now to this we shall reply as was the fashion in the glorious 
old days of special pleading — (1) there is no debt to oioso ; and 
(2) it does not close the debt 

1. When money is exchanged for goods no debt arises : and if 
it be said that the money closes the debt which would have arisen 
on the sale of the goods, it is perfectly obvious that it may equally 
be said that the goods close the debt which would have arisen on 
the sale of the money. It is simply an exchange ; and the goods 
and the money close the debt equally on each side. Therefore, 
if it be the essence of Currency to close delit,” the goods are 
Currency for precisely the same reason that the money is 

It is quite common in the City to discharge a debt by stock 
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now l>j this the debt is closed, and, consequently, according to 
this doctrine, the Stock is Currency or Money 

So in innumerable cases it is the custom to discharge a debt 
by a payment of goods. A baker or a tea merchant becomes ia-“ 
debtod to a wine merchant, and for the sake of convenience he 
may take payment in bread or tea. If he does so, then the debt 
is (‘losed ; and by this doctrine the bread or the tea are Currency 
or Money 

So in all cases of Barter or Exchange of goods, the goods on 
each side discharge or close the debt which would have arisen 
without the exchange ; consequently, the goods exchanged on 
either side are equally Currency or Money 

Furthermore, let us test the doctrine by cases regarding other 
paper documents 

A merchant, suppose, puts his acceptance into circulation: 
another person happens to be indebted to him in an equal amount, 
and (shancea to come possessed of his acceptance. The merchant 
U'iks for payment of his debt, and the debtor hands over to the 
merchant his own acceptance. By this means the debt is closed ; 
and according to this doctrine the merchant's acceptance is 
Currency or Money 

So a banker, say, issues notes, and discounts a merchant's 
acceptance. When the acceptance falls due, the merchant collects 
an equal amount of the banker’s notes. Each is then equally 
ind(‘bted to the other ; and in payment of their reciprocal claims, 
the merchant hands the notes to the banker, and the banker 
bands the acceptance to ilio merchant. By this means the debts 
are mutually closed, and if the Notes are Currency because they 
have closed the debt, is it not manifest that the acceptance is 
cipially Currency, because it has performed exactly the same 
function ? 

So if two merchants issue their acceptances for the same 
amount, and they get into each other’s hands, each will offer 
to the other his own acceptance in payment of the debt by him. 
By these means the debts are mutually closed. And consequently 
each acceptance is Currency or Money 

Thus we see that the dogmas of these writers are transfixed by 
darts drawn from their own quiver I 

The same doctrine m?y be extended to other cases. Suppose 
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a man buys a ticket from a Bail way Company, the Company is 
then indebted to him. But when they have carried him to his 
journey’s end, the debt is closed. Therefore, according to this 
doctrine, the canuage of the passenger is Currency or Money 

So if a person buys an opera ticket, the manager of the theatre 
is indebted to him. But when he has witnessed the play, the debt 
is closed ; consequently the performance of the play is Currency 
or Money 

So if a person buys Postage Stamps, the Post Office is indebted 
to him : but when he has sent his letters by po.st, the debt is 
closed. Therefore the carriage of the letters is Currency or 
Money. And so on, the same principle may be applied to many 
other cases 

2. In the nest place, we affirm that a payment in Money 
does ml close the debt, because all Economists have shown that 
the transaction ia ml closed until some product or satisfaction has 
been obtained in exchange for the oue originally given. The 
earliest Economists pointed out that in a sale for money the 
exchange is not consummated 

A baker, we will sjiy, wants shoes : he sells his bread for 
money ; but can he wear his money as shoos. Certainly not ; ho 
must exchange away his money for shoes. Consequently, the 
Physioorates held that the exchange was not consummated, or 
completed, until the baker had got his shoes. And J. B. Say 
called a sale a demi-cxchango 

And it is precisely for this reason that all Economists from 
Artistotlo downwards, have perceived and declared that money 
itself is only a species of Credit, or general Bill of Exchange, as 
we have shewn by a whole catena of writers. Hence, money and 
bills of exchange are fundamentally analogous ; they arc each of 
them merely the evidence of a debt due to their possessor ; and 
the payment of a bill of exchange in money is only the exchange 
of a particular and precarious instrument of Cn'dit for a general 
and permanent one. But, as Economists, wo have nothing to 
do with satisfaction and enjoyment ; wo have only to do with 
exrluorges; and the exchange of goods for a hill or note is one 
exchange ; the exchange of a bill or note for money is another 
exchange ; and the exchange of money for goods is another 
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exchange ; they are all equally exchanges, and therefore Economic 
phenomena 

18. We are happy to say that on this subject M. Midiel 
Chevalier is entirely of the same opinion as ourselves. After 
showing* the untenable nature of the distinction set up between 
Bank Notes and Bills of Exchange, he says — “The English 
language has a generic word which comprehends money, bank 
notes, paper money, or assignats not convertible into specie, and 
every other kind of security which can be put into circulation, 
and is accepted more or less generally among men : and that is 
the word Currency. Our language has no precise equivalent ; 
nevertheless, the word Ntmeiaire may be taken in the same 
sense, anti I shall employ it for the future in this work.” And 
the same dLstinguished writer has given his formal adhesion to 
the fumlaiiiental nature of a Currency set forth in this workf 
But, while we contend that Lord Overstone’s criterion of a 
Currency is fatal to his own view, we are quite willing to accept 
it. For what is it that exists in all places, in all times, and among 
almost all persons ? Debt, or Services due. And what is 
it that is universally required to measure, record, and transfer 
them. S(»ne material. But we see that all Currencies are more 
or less local, none are universal. The idea, or the want alone, is 
universal. The notes of a country banker, only circulating in his 
own neighbourhood, are like a country pains, each district has its 
own. A national Currency rises to the dignity of a language. 
But even that is only local, on a larger scale. The ideas only 
expressed in the language are universal. We are, therefore, 
strengthened in our conviction, that the only true idea of a 
Currency is that it is the Eepresmtatm of Transferable Debt, and 
that whatever represents Transferable Debt is Currency 

• La UotmaU, S 8, eh. 6. t Journal des Ecemnastea, August, 1862. 
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CHAPTER XVI 

ON THE ORGANISATION OP THE BANK OP 
ENGLAND ; 

AND ON THE BANK CHARTER ACT OP 1844 

We are now, at length, in a position to take a cornpro-* 
hensive survey of the organisation of the Bank of England, and 
of the Bank Act of 1844. Of all the Acts in the Statute Book 
there is none which comes home to every man, which so nearly 
affects every man’s interest, as this Act. Pew persons are aware of 
its extremely complicated nature. We hear, sometimes, of tli& prin^ 
cipU of the Act of 1844, as if there were hut one principle involved 
it ! or as if the ohjeet of it were the same thing as the : 

the object it aims at, the same thing as the theory it adopts to 
obtain that object. Whereas, in truth, it is founded upon a 
multiplicity of theories — it is a combination of several theories 
of Currency, and, moreover, devises a particular machinery for 
carrying them out. When, therefore, we consider its very com- 
plicated nature, we see what a boundless field of controversy it 
may give rise to ; for each of the several theories it embodies 
may be partially or totally eiToncous ; and even if they be correct, 
the machinery devised for enforcing them may be imperfect, or 
erroneous, and insufficient for its purpose. We think, however, 
that we are now in a position to examine the theories upon which 
it is founded — to test them by the fundamental principles of 
monetary science established in the prea^ding chapters, and to 
point out those principles— if any— which it violates 

In the first chapter we obtained the great fundamental con- 
ception, which is the basis of monetary science, that money is the 
representative of debt, or services du(i — That where there 
is no Debt, there can be no Money, hi the pre- 
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ceding chapter we found that the fundamental error of Law’s 
Theory of Paper Money is, that it creates Currency where there 
is no Debt for it to represent. The consequence of which is, 
that an additional quantity of material is poured into the channel 
of circulation, as it is called ; that is, a greater quantity of 
material is required to do exactly the same duty as a smaller 
quantity did before ; the consequence of which is a depreciation 
of the whole, which may proceed to any length ; and we have 
given several examples of the practical results of this plausible 
and wide-spread but delusive theory 

We must now examine the organisation of the Bank* of 
England, and we shall find that it, too, is based upon Lawism 
But furthermore, we have said that the Bank Act of 1844 is 
based on a peculiar definition of the word Currency ; and is 
expressly devised for the purpose of carrying into effect a peculiar 
Theory of Currency. In the last chapter we have examined the 
meaning of the word Currency, and shown the entirely erro- 
neous doctrines of those writers from whom the scheme emanated 
which was embodied in that Act. We have now to examine the 
Theory upon which it is founded ; and to see how far it really 
carries out the Theory it is intended to do ; and the consequences 
it has produced 

2. The Bank was a corporation who advanced £1,200,000 
in cash to Government. In exchange for this they received an 
equal amount of Government stock, with interest at 8 per cent., 
or an annuity of £100,000 a year 

Now, when they had received this annuity, they had already 
received an equivalent for their cash. But, in additwn to that they 
wore allowed to cT€(tt& an amount of notes equal to their capital 
to trade with, and it was supposed that the annuity of £100,000 
in cash was sufficient to support the credit of these notes 

Now, we at once perceive the essential distinction between the 
Banks of Venice, Amsterdam, and Hamburg, and the Bank of 
England. The former banks were examples of the Currency 
Principle. The bullion paid into them was kept, or was professed 
to be kept, in their vaults, and, as long as it was so, the credit 
created by them was exactly equal to the bullion paid in. Their 
function was solely to exchange Credit for Bullion and Bullion 
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for Credit, Hence these banks created no augmentation of the 
Currency 

But the case of the Bank of England was manifestly wholly 
different. The Bank paid over the money to Government, who 
put it into circulation. The Bank received the annuity, and was 
also permitted to create £1,200,000 in Bank notes, and trade 
with them, by discounting bills of exchange, or otherwise. Thus 
the Bank had not only sold its cash to Government, but it was 
also allow’ed to have it as well in the form of notes, to trade with, 
and make a profit by 

3. Now, can any one fail to see that this proceeding avg^ 
mmkd the Currency by the amount of £3,200,000, and that the 
Bank made a double profit ; first, the interest on the cash paid 
to the Government, and, secondly, tliQ commercial profit made by 
trading with the notes ? 

Tiierefore, so far as this went, this was clearly an example of 

Lawism 

4. In 1G97 the Bank w^as authorised to increase its capital 
by upwards of a million. Of this sum, above £800,000 was 
received in Exchequer tallies, then at a discount of r>0 per cent., 
and £200,000 in its own notes, then at a discount of 20 per cent. 
Both the tallies and the Bank notes were counted as specie at 
their full nominal value; and upon this augment (‘d capital of 
tallies and notes they were permitted to create an equal amount 
of new notes to trade with 1 

Law only proposed to issue paper money based upon the 
security of land, or some other solid article of value. But the 
Bank of England was permitted bo cn^abe paper currency based 
upon the security of its own depreciated credit ! 

In 1709 the Bank was allowed to double its capital, and to 
maU an equal amount of notes to trade with 

Now, is it not as clear as the sun at noon day, that (‘aeh of 
these issues of notes was so much increase of Currency, and an 
example of Lawism 

6. Now, if the same principle had been carried out to the 
present time, is it not clear that all the public funds would have 
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been Bank stock, and that the Bank notes would have equalled 
the amount of the National Debt, or about £800,000,000 ? Some 
persons, even now, seem to think that this is a good principle. 
They seem to think that if they carry Stock to the Bank, they 
have a right to have it coined into notes to any amount. It is 
clear that this principle could never be carried out to its full 
extent. For, if it were true. Government might go on creating 
public debt ad infinitum, and then the Bank would create an 
equal amount of notes. If this principle be true, what would be 
the use of going to California and Australia for gold ? Is not 
this princypU more mad than anything Law ever wrote ? Law's 
issues of paper were limited by the value of the land, but this 
plan has positively no limits whatsoever 

6* Tip to 1711 the issues of the Bank were strictly limited 
to the amount of their capital ; and it was declared that if the 
Directors exceeded that limit they should be liable in their per^ 
sonal capacity. Afterwards they were released from this limitation, 
and they were allowed to issue notes to any extent they pleased, 
provided always that they were payable in specie on demand 

And so the Bank went on till 1797, when it stopped payment, 
and committees were appointed by Parliament to investigate its 
affaire, who reported it to be in the most solid and flourishing 
condition, and that they had a surplus of assets above liabilities 
of nearly four millions, besides the Government debt, amounting 
to £11,686,800 

The reason of this was plain. The notes it had issued were 
given in exchange for mercantile securities, and, therefore, the 
Bank had as security for the payment of its notes, both the 
commercial bills and the Government debt 

This no doubt amply secured the solvency of the Bank and 
the payment of its notes, but it played utter havoc with the 
Currency Principle 

7. The Bank possessed the power of unlimited issue till 1844. 
On several occasions it had been most recklessly mismanaged. 
Proposals had been made to limit its powers of issue ; but such 
a plan had been expressly condemned in the Bullion Eeport, and 
among numerous other authorities, by Sir Robert Peel in 1819, 
VOL. II. * 
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in 1826, and in 1833. In 1824 and 1825, in 1837, and 1839 an 
immense outflow of bullion took place, without the Bank taking? 
any means to stop it. The consequence was that it was brouglit 
to the very verge of stopping payment 

8 . TVe have seen that all Banking consists in creating and 
issuing Eights of action, Credit, or Debts, in exchange for Honey, 
or Debts. When the Banker had created this Liability in his 
books, the customer might, if he pleased, have this Credit in the 
form of the Banker’s notes. London bankers continued to give 
their notes till about the year 1793, when they diBCiontinued this 
practice, and their customers could only transfer tlieir Eights, or 
Credit, by means of cheques. But it is perfectly manifest that 
the Liabilities of the Bank are exactly the same whether they 
give their own notes or merely create a Deposit 

Soon after the renewal of the Charter, in 1833, certain writers 
of influence adopted the Currency principle. They maintained 
the doctrine that bank notes, payable to bearer on demand only, 
are Currency-“to the absolute exclusion of all other forms of pajK*r 
Credit — and that w’hen bank notes are permitted to bo issued, 
they ought to be exactly equal in quantity to the Bullion they 
displace, which we have shewn elsewhere'^ is a doctrine invented in 
China, and was the principle upon which the Banks of Venice, 
Amsterdam, Hamburg, and others were constructed. Tlicy main- 
tained that all Paper Currency created in excess of tins is a 
depreciation of the Currency 

These doctrines being maintained by persons of eminence and 
influence, and aided by the incorrigible mismanagement of the 
Bank of England, converted Sir Kobert Peel, who now entered 
upon the third state of his opinions upon the Currency ques- 
tion. It is frequently supposed that Sir Eobert Peel had only 
ttvo states of opinion upon the Currency question. But this is 
quite a mistake. In 1811 he repudiated the doctrines of Horner 
and the Bullion Eeport, and voted in the majority that 21 was 
equal to 27. In 1819 he became a convert to the doctrines 
which he had repudiated in 1811 : and he expressly repudiated 
the doctrine of the Currency principle, and the principle of im- 
posing a numerical limit on the issues of the Bank; which 
* JPriHcq)ks qf Economical Ehilosoiihy^ ch, 18. 
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doctrine he held up to 1888. In 1844 he had completely repu- 
diated the doctrines of the Bullion Report, Mr. Horner, and hia 
own of 1819, and formally adopted those of Lord Overstone^ 
Colonel Torrens, and others, which maintained the doctrine of 
the Currency principle : and, naturally and justifiably irritated 
by the incorrigible misconduct of the Directors, he determined to 
impose a numerical limit on the issues of the Bank — 

** Sic volvendft sstas commutat tempera reruin ; 

Quod fuit m pretio, fit miUo denique honore, 

Foiro aliud succedit, et e contemptitus exit, 

Inque dies magia appetitur, fioretque repertum 
Laudibus, et miro’at mortaleis inter lionore.” 

In order to carry out this principle the Bank was divided into 
two departments — an Issue department and a Banking depart- 
ment. The Bank was to transfer to the issue department public 
securities to the value of £14,000,000, of which the original 
Government debt was to be a part, and also so much of the gold 
coin and gold and silver bullion as should not be required for the 
banking department. The issue department was then to deliver 
over to the banking department an amount of notes exactly equal 
to the securities, coin, and bullion so deposited with them. The 
Bank might diminish the securities as much as it pleased, cancel*- 
Img the notes ; and might increase them again, but not so as to 
exceed the preceding limit. In consequence of the lapsed issues 
of other banks, the securities upon which it may issue notes are 
now £15,000,000 

Thus the amount of notes issued by the Bank is strictly 
limited to £16,000,000 plus the amount of bullion held by the 
issue department 

9. It was supposed that these provisions secured that the 
quantity of notes in circulation, «.e., in the hands of the pulliCy 
would be exactly equal in amount to what a Metallic Currency 
would have been, and that the outflow of bullion would, by its 
own natural operation, withdraw notes in circulation to an equal 
amount. Having made these provisions, the framers of the Act 
supposed that they had taken out of the hands of the Bank all 
power of mismanaging the currency, and that they might manage 
the banking department entirely at their own discretion 

To say that the amount of Uotes should only be equal in 

Z 2 
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amount to what a metallic Currency would have been, is a very 
intelligible proposition, and, as \yo have before observed, several 
banks had been conducted on that principle, such as those of 
Venice, Amsterdam and Ifamburg, hit no Bank conducted on 
t7m 2 '^™cipl€ ever did^ or In/ any /msibdify could do, bankiny 
business. Those banks were pure banks of deposit, they did no 
discount business whatever ; and if tlic Dank of England were 
forbidden to discount, tliere is no reason why it should nob be 
reconstructed on this principle 

But if the framers of the Act of 18 M- really believed that 
this Act carried out this theory into practice, no set of ini*n ever 
committed a more manifest error. It is (piito evident that the 
£16,000,000 of notes issued against public debt and securities are 
in direct violation of the Currency Principle.” IIow did the 
Bank obtain these securities? By purchase. Now, the purchase- 
money of these securities is in circulation, and the notes created 
on their security as well. Is it not clear that these 16 millions 
of notes are an atigmenlaiion of currency to that amount ? If it 
be true that these 15 millions of notes are not a violation of the 
Currency Principle, then the very same argument would shew 
that the whole National Debt might be coined into notes, and 
then there would bo no more paper in circulation than under a 
pure metallic currency ! I 

It is quite clear that this is pure and simple Xiawism ; and, 
if we may coin the funds into money, wc may just as well coin 
the land into money : and then, where should we be ? 

10 . Certainly, it is an excellent plan for every one to buy 
the funds with their cash, and then to be allowed to have it, too, 
in the form of notes. At all events, so long as this is permitted, 
let no one laugh at John Law 

But even this does nob shew the full extent of the error of 
those who think that the Bank Act of 1844 enforces the Currency 
Principle. The banking department of the Bank does business 
like any other bank. That is, it punihascs or discounts bills of 
exchange in the first instance, by creating Credit in its books ; 
that IS, it increases its liabilities in another form besides notes. 
This Credit is equally in excess of the Metallic Currency. The 
reserve of notes and gold being the basis of the Bank's power of 
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creating credit, of course they must use their own judgment as 
to how far they may safely extend this, 3 ust as every other banker 
does. But any one who examines the Bank’s returns will 
perceive that its liabilities payable on demand considerably exceed 


its notes in reserve and gold 

Therefore, it is quite clear that those who seriously maintain 
that the Bank Act really carries out the Currency Principle,” 
must maintain this proposition — 


Twice 15 millions + an indefi- 
nite number of millions 


— 15 millions 


It has been shewn that in Banks constructed on the Cur- 


rency Principle,” the Credit created is always exactly equal in 
quantity to the money deposited and kept in the Bank. But how 
does this matter stand with the Bank of England ? Let us test 


this principle by any one of its published returns taken at 
random. On the 3rd October, 1884, it appears that the Credit 
created by the Bank amounted to £55,928,398, and the specie 
hold by the Bank amounted to £21,799,392, or about 2*6 to 1. 
If, therefore, it be maintained that the Bank is constructed on 
the Currency Principle,” it must also be maintained that 2* 6 


are equal to 1 

As a matter of pure arithmetic, therefore, it is perfectly 
manifest that the Bank Act completely fails to carry out the 
Principle” it was intended to enforce. In fact, the framers of 
the Bank Act had a Theory, and they passed an Act ; but 
they never took the slightest pains to ascertain whether the Act 
corresponds with the Theory 


11, Now, we say nothing here as to the correctness, or the 
contrary, of the Currency Principle,” or as to the expediency of 
carrying it out ; but to suppose that the Bank Act does really 
carry it out is simply one of the most astonishing delusions that 
ever deceived the public mind. Truly, says Bastiat— 

Etre dupe d’autrui n’est pas deja trfes plaisant ; mais em- 
ployer le vaste appareil repr^sentatif k se duper soi-m§me, k se 
dixpcr doublement, et, dans une affaire de numerations voilk qui est 
bien propre k rabattre une pen I’orgueil du si^cle des lumi^res ” 
Every ‘‘banker” whatever, who discounts a bill of exchange, 
violates the “ Currency Principle,” There is no mode whatever 
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of carrying out the Currency Principle but by abolishing discount 
banking altogether ; as we have already observed, the banks 
constructed on this principle did no discount business 

12, Lord Overstone, in his evidence before the Committee 
of the House of Commons, said that it was a fundamental vice of 
the principle devised by the Directors in to carry out the 
doctrines of the Bullion Report, that the gold might all leave the 
country without causing any diminution of the amount of Notes 
in the bands of the public : and we have seen that this asserUon 
was completely verified in 1831) 

It was, therefore, expressly declared that it was the purpose of 
the Act that, if any drain should arise after it came into operation, 
an exact amount of notes should bo withdrawn from the hands of 
the piMic, or from circulation. Having secured that object, ns 
they imagined, they loft the Directors free and uncontrolled in 
their banking business. For the first two years after the Act was 
passed no occasion occurred to test its merits ; it was a period of 
unusual prosperity and accumulation of capital But when the 
first season of real trial came, in the beginning of 18-17, we have 
seen that the Act wholly failed in its intended effect of causing a 
withdrawal of notes in circulation, in proportion to the outflow of 
bullion. The Directors pursued exactly the same fatal course as 
they had done on so many former oocasions, and the result was 
the pressure of April. It was manifestly proved, therefore, that 
the Act provided no effectual chock against mismanagement on 
the part of the Bank 

And whence did this failure arise ? From this very simple 
circumstance. The framers of the Act supposed that there is 
only one way of extracting gold from the Bank : namely, by 
means of its notes : and that if people want gold they must bring 
in notes ; and, consequently, as the gold comes out tlie notes must 
go in 

But, as a matter of simple hanking business, there are two 
methods of extracting gold from the Bank — namely, by Notes 
and by Cheques, Whoever has a Credit in its books may go 
and present a Cheque, and thus draw out gold from the banking 
department without a single Bank Note l^ing withdrawn from 
the public 
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In fact, instead of withdrawing the Notes from the public, as 
the framers of the Act intended, the Directors threw the whole 
effect of the drain of gold on their own reserves. And that hap- 
pened in this way. The public has two methods of drawing 
gold from the banking department, namely, by Notes and 
Cheques ; but the banking department has only one method 
of draiving gold from the issue department, namely, its Notes in 
reserve. And when the bank felt a drain on its banking depart- 
ment for gold, it had to replenish it by obtaining a fresh supply 
from the issue department; at the same time giving up an exactly 
equal amount of Notes. And thus the whole drain fell on its 
own reserves 

No legislation can prevent this power of extracting gold 
from the Bank by means of Cheques, except prohibiting Cheques 
altogether. And thus is explained the complete failure of the 
Mechanical ” action of the Act to compel the Directors to cany 
out the Currency Principle.” The Directors were able to com- 
mit, and actually did commit, the very same error, as they had 
done before the Act— which Lord Overstone had truly said was 
the fundamental vice of the Bank principle of 1882 — and it was 
powerless to prevent them 

And this simple fact completely upsets the whole theoiy of 
the Act 

There are, in reality, twa leaks to the ship. The framers of 
the Act could only perceive one; and they only provided against 
one : and they were utterly astonished to. find the ship rapidly 
sinking from the other leak, which they had forgotten 

13. Now, as the Act notoriously and manifestly failed on 
this most important point, which was fully and candidly admitted 
by Sir Robert Peel, it becomes a natural inquiry to ask why it 
failed on this point, which it was supposed had been rendered so 
secure. We reply to this that the Act failed because it aimed at 
the wrong mark altogether. It wholly missed the true jpoint in 
the case 

In former times it was a mercantile dogma that the Exchanges 
could only be against the country in consequence of its being in- 
debted to other countries. Nothing can be more striking than the 
vicious cfrclc in which the commercial witnesses argued before 



3-11 THEORY AND PRACTICE OP BANKING 

the Bullion Committee of 1810. They maintained with unflinch- 
ing pei’severance that the Exchanges could only be adverse, 
because the country was indebted : and as the Exchanges were 
adverse, they maintained that the country must be indebted 
(without the slightest inquiry into the fact) because the Exchanges 
were adverse 

Uowever, the Bullion Committee completely disproved this 
Commercial dogma ; and they demonstrated beyond dispute, that 
the depreciated paper currency was the cause of the E-xchanges 
being ajtjmreni/y adverse ; but that when this depreciated papi'r 
currency was reduced to its true value in gold, the Exchanges 
were in reality in /azioi/r of the country 

The Commercial witnesses maintained that when the indebted- 
ness was paid olf, the drain of buillion would cease of itself. But 
the Bullion Committee proved that with a paper currency so 
depreciated as Bank Notes then were, the drain would not cense 
until all the specie in circulation had left the country, which was 
amply verified 

The Bullion Committee thus shewed that there arc two causes 
of a dram of bullion — 1st, the indebtedness of the country; 2ud, 
a depreciated paper currency 

But in the first edition of this Work published in 185(1, we 
shewed that there is a Third cause of a drain of bullion, and an 
adverse exchange, which, however it might be known among com- 
mercial men, had never yet, that we have seen, found its way into 
any commercial book whatever, and most certainly had never 
been brought forward prominently before the public in Curnmey 
discussions, as a cause of an adverse Exchange, wholly irrespective 
of any indebtedness of the country, or of the state of the Paiier 
Curmney 

The Principle is this — 

That when the Rale of Discount between any tieo places differs 
by more than sufficient to pay the cost of transmuting Bullion from 
one pieces to the other, Bullion will flow from where DiscomU is 
lower to where it is higher 

The old mercantile dogma was that Bills of Exchange can 
only be created to represent debts arising from the sale of mer- 
chandise : and if there are no debts, there will be no bills created: 
and that when all the bills am paid, no more bullion will go 
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But, suppose (the state of Credit at both places being assumed 
to be equally secure) that the Bate of Discount at London was 2 
per cent., while the Bate at Paris was 8 per cent., we shewed that 
bullion dealers would falricate bills — not based upon any previous 
debt, or any mercantile transactions whatever — but simply for 
the sake of being discounted ; that is, for the purpose of buying 
gold in London at 2 per cent., and selling it in Paris at 8 per 
cent., and this operation will infallibly go on, and the drain of 
bullion will not cease, until the Bates of Discount are so nearly 
equalised as to destroy the profits to be made by fabricating bills. 
Hence, if such a state of things, as is just supposed, arises, the 
Bank must, as an indispensable measure to preserve its own 
security, raise its Bate of Discount so as to destroy these profits, 
and so arrest the drain which is exclusively caused by the difference 
of the Bates in the two places 

Now, this practice causes no increase of Bank Notes in cir- 
culation ; on the contrary, they are not wanted : it is gold that is 
demanded and taken for export, and it steals out of the country 
noiselessly and unobserved. Also, if bankers in this country will 
perversely maintain the Bate of Discount lower here than in neigh- 
loouring countries, and, therefore, lower than the natural rate, 
persons in foreign countries send their debts and securities over 
here for sale, and the proceeds are remitted abroad. Consequently 
this practice causes an export of gold without diminishing the 
notes in circulation. Of all species of property. Debts are the 
most easily transportable. The charges even on the transmission 
of gold are heavy compared to those on the transmission of Debts. 
Debts to any amount can be transmitted from one country to 
another at the mere expense of the postage. Consequently, if the 
Americans can only get £85 per cent, for their debts in their own 
country, and they can get £96 per cent, in England, of course 
they will send them here in vast quantities for realisation. This 
was eminently and notoriously the case in 1839, when the Bank 
of England kept its rate so perversely below the natural rate, 
and it was the cause that aggravated the drain of bullion to so 
alarming an extent. Hence we have shewn that beyond the 
causes universally known for an export of specie, namely, pay- 
ments of genuine Debts, there is another and most potent cause, 
whose importance has only recently been suflSciently recognised — 
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namely, an unnatural depression of the Eato of Discount, below 
that of neighbouring countries 

Now, this principle was certainly not generally understood at 
the time the Bank Act of 184 1 Wiis passed ; and in the first 
edition of this Work (18oG) we stated this as a fundamental 
principle of the OuiTonoy — 

“ An Improperly Low Kate of Discount is, 
in its Practical Effects, a Depreciation of the 
Currency” 

We therefore shewed that the only true method of striking at this 
demand for gold is by raising the Kate of Discount, and 
that the time great power of governing and controlling the Paper 
Currency, or Credit, is by carefully adjusting the Kate of 
Discount to the state of the Foreign Exchanges, 
and the state of the Bullion in the Bank 

Now, the weak point in the Act of 1844., is that it takes no 
notice of this grand principle, it takes no precaution that the 
Directors of the Bank of England shall recognise it, and counter- 
act it. On the contrary, it loaves them in full power to repeat 
their oft-committed error of causing a depreciation of the Currency 
from an. unnaturally low rate of discount 

This principle was extremely ill understood in 185G, when onr 
work was published, and was veiy unpopular ; hut its truth was 
soon signally verified, and acknowledged to be true by the most 
competent authorities. After the great crisis of 1867, a Com- 
mittee of the House of Commons was appointed to investigate its 
causes, and Mr, C. W. Norman, a Director of the Bank of Eng- 
land, and one of the most prominent and distinguished advocates 
of the “ Currency Principle,” and of the Bank Act of 1844, was 
asked— Q. 3529, “ Is it not principally by raising the rate of 
interest that you check the amount of discount which may be 
demanded of you ? — ^Yes ; we have found, contrary to what imild 
luive iem anticipated, that the power we jiossess, and which we 
exercise, of raising the Bate of Discount, keeps the demand upon 
us within manageable dimensions. There are other restrictions 
which are less important. The rate loe charge for our discounts, 
we find, in general, is a sufficient check ” 
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In 18 Gl, Mr. Goschea published his Theory of the Foreign 
Exchanges ; in it he says — 

The eflScacy of that corrective of an unfavourable state of 
the Exchanges, on which we have been dilating raising the 
rate of discount), has been most thoroughly tested by late events. 
Every advance in the Bank rate of discount has been followed by 
a turn of the Exchanges in favour of England, and vice versa ^ as 
soon as the rate of interest was lowered, the Exchanges became 
less favourable ” 

This is now the acknowledged principle upon which the Bank 
of England is managed ; and after our work was published, in 
1856, the Usury Laws in Erance were modified in order to enable 
the Bank of France to adopt it, and, in fact, it is now universally 
adopted by every bank in the world 

In former times, when the only communication between dif- 
ferent countries was by means of sailing ships and common roads, 
and therefore very slow, expensive, and uncertain, this principle, 
though actually true, could seldom be called into action, because 
the cost and delay of the transport of gold would far exceed any 
profit to be made in the difference of the Bates of Discount in 
quiet times. It was like some mechanical force, which actually 
exists, but which is overpowered and prevented from producing 
any visible effect, in consequence of friction. But it did act in 
times of commercial crisis, when the rate became extreme. In 
1799, enormous failures took place in Hamburg ; discount rose 
to 15 per cent., and this rate immediately drew away gold from 
England 

But in modem times, since communications have been so 
much accelerated and cheapened, even since the Act of 1844, by 
means of railroads and steamers, this friction, as we may call it, 
has been immensely diminished ; and this great principle is called 
into action with a much less difference between the Bates of Dis- 
count than at any former period. Bullion would probably take 
ten days, formerly, to go from London to Paris ; it can now go in 
ten hours, and at probably the tenth part of the expense, h. 
difference of 2 per cent, between the rates of discount in London 
and Paris, will now draw bullion from one place to the other 
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On the Causes which compelled the Suspension of the BanTc Act 
in 1847, 1857, and 1866 

14. The monetary pressure which we have been considering 
passed away for the time, but another, much more severe, came on 
in the autumn, which ended in a monetary panic, and on the 25th 
November, 1847, the Government authorised the Bank to exceed 
the limits allowed by the Act of 1844, if they considered it neces- 
sary so to do to restore commercial confidence. This suspension 
of the Act was perfectly successful ; and on two similar occasions, 
ill 1857 and in 1866, a similar course was followed with similar 
icsults. We have given a fuU narrative of the course of events 
preceding these panics in a preceding chapter. We must now 
only examine the reasons which made this course necessary, and 
why it was successful 

Ever since the enormous development of ,the Credit system of 
commerce in modern times, great commercial failures have pe- 
riodically recurred, producing the most wide-spread distress ; and 
there have been two conflicting Theories as to what the action of 
the Bank ought to be in a Monetary Crisis 

1. One Theory maintains that in such a Crisis the Bank 
should liberally expand its issues, to support Commercial Credit. 
This Theory may be called the iExpansive Theory 

2, The other Theory maintains that in such a Crisis the 
Bank should rigorously restrict its issues to their usual amount, 
or even contract them. This Theory may be called the Re- 
strictive theory 

Both these Theories have been tried in practice, and discussed 
by the most eminent authorities, and we may succinctly examine 
the results 

The first great monetary crisis in modern times took place in 
1763, after the termination of the seven years’ war. This great 
disaster occurred at Hamburg and Amsterdam, where the '' Cur- 
rency Principle ” was in full operation, and there was no Banking 
Credit whatever, except what represented specie. The failures 
began at Amsterdam, among the principal merchants. The Bank 
had no power to assist them ; and the resources of the private 
bankers were exhausted. Hearing that the Amsterdam bankers 
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had determined to allow the merchants to fail, the Hamburg 
bankers wrote to them in the greatest alarm to say that if they 
did not support the merchants, they would instantly suspend their 
own payments. But by the time the letter reached Amsterdam, 
the merchants had already stopped. General failure followed 
at Hamburg, where no business was for some time transacted but 
for ready money. The failures were equally general throughout 
Germany. The Crisis extended to England, and Smith says 
that the Bank made advances to merchants to the amount of 
a million 

Thus we see that the “ Currency Principle” was no protection 
whatever against a Monetary Crisis ; and on this occasion the 
Bank acted on the Expansive Theory 

111 1772 the most severe Monetary Crisis in England since 
the South Sea Scheme took place. On this occasion, again, the 
Bank came forward to support Commercial Credit 

In 1782 our unhappy war with America was ended ; and the 
usual results of the termination of a great contest took place. 
The Bank had greatly extended its issues ; and a very alarming 
drain of specie took place, which at one time threatened to compel 
them to stop payment. The Directors, however, considered that 
if they could only restrain their issues for a short period, the 
returns in specie in payment of the exports would soon set in in a 
more rapid manner than they went out. They determined, there- 
fore, to make no communication to the Government, lut, for 
the present, to contract their issues until the Exchanges 
turned in their favour. The Bank felt the greatest 
alarm in May, 1783. They then refused to make any advances 
to the Government on the loan of that year ; but they did not 
make any demand for payment of their other advances, which 
were between nine and ten millions. They continued this policy 
up to October, when at length the drain had ceased from the 
country, and money had begun to flow in from abroad. At 
length, in the autumn, when the favourable signs began to appear, 
they advanced freely to Government on the loan, although at that 
time the cash in the Bank was actually lower than at the time 
they felt the greatest alarm. It was then reduced to £473,000 

The doctrine then stated by Mr. Bosanquet that guided the 
Directors was this — ^That while a drain of specie was going on. 
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their issues should bo contracted as much as possible ; but, that 
as soon as the tide began to give signs of ceasing, and turning 
the other way, it was then safe to extend their issues freely. Tliis 
jiohoy had been entirely successful, and the credit of the Bank 
was saved 

16. After the peace of 1782, the commercial energies of the 
country were greatly developed ; to carry on this increased com- 
merce a greatly enlarged currency was necessary ; and as the 
monopoly of the Bank prevented solid banks being founded, 
innumerable tradesmen started up in every part of the country 
issuing notes. Burke says, that when he came to England, in 
1750, there were not twelve bankers out of London ; in 1792 
there were about 400 : the great majority being grocers, tailors, 
drapers, and petty shop-keepers. In the autumn of 1792 very 
numerous failures took place in Europe and America. In Januaiy, 
1798, the general alarm was greatly increased by the rapid pro- 
gress of tho French Eevolution. Some great failures occurred in 
London in February : and soon the panic spread to the banks. 
Of these 100 stt)pped payment, and 200 were much shaken. The 
pressure in Loudon was intense ; and this naturally produced a 
demand on the Bank for support and discounts. But the Bank 
being thoroughly alarmed, resolved to contract its issues : bank- 
ruptcies multiplied with frightful rapidity. The Government 
urged the Bank to come forward to support Credit, but they 
resolutely declined 

In the meantime the most alarming news came from Scotland. 
The public banks were quite unable, with due regard to their own 
safety, to support the private bankers and commerce. Unless 
they received immediate assistance from Government, general 
failure would ensue. When universal failure seemed imminent. 
Sir John Sinclair remembered the precedent of 1697, when the 
public distress was allayed by an issue of Exchequer bills. A 
Committee of the House of Commons was appointed, who reported 
that the sudden discredit of so large an amount of bankers’ notes 
had produced a most inconvenient deficiency in the circulating 
medium ; and that unless a circulating medium was provided, a 
general stoppage must take phicc. They recommended that Ex- 
chequer bills to the amount of j:5,000,000 should be issued under 
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tlie direction of a Board of Commissioners appointed for the 
purpose, in sums of £100, £50, and £20 

No sooner was the Act passed than the Committee set to 
work. A large sum, £70,000, was at once sent down to Man- 
chester and Glasgow, on the strength of the Exchequer bills, 
which were not yet issued. This unexpected supply, coming so 
much earlier than was expected, operated like magic, and had a 
greater effect in restoring credit than ten times the sum could 
have had at a later period 

When the whole business was concluded, a report was pre- 
sented to the Treasury. It stated that the knowledge that loans 
might be had, operated, in many instances, to prevent them being 
required. The applications granted were 2S8, and the sum 
vanccd was £3,855,624. The whole sum advanced was repaid ; 
two, only, of the parties assisted became bankrupt ; all the others 
wore ultimately solvent, and in many instances possessed of great 
property. A considerable part of the sum was repaid before it 
was due, and all the rest with the utmost punctuality. After 
all expenses were paid, the transaction left a dear profit to the 
Government of £4,348 

Contemporary writers all bear witness to the extraordinary 
effects produced. Maepherson says, that the very intimation of 
the intention of the Legislature to support the merchants operated 
like a charm over the whole country, and in a great degree super- 
seded the necessity of relief by an almost instantaneous restoration 
of confidence. Sir Francis Bai-ing concurs in this view, and 
adduces the remarkable success of the measure as an argument to 
shew the mistaken policy of the Bank. After careful deliberation 
the Bullion Eeport warmly approved of it ; censured the pro- 
ceedings of the Bank ; and especially cite it as an illustration of 
the principle they laid down, that an enlarged accommodation is 
the true remedy for that occasional failure of confidence to which 
our system of Paper Credit is unavoidably exposed 

This occasion, therefore, is a most important example of the 
beneficial effects of the Expansive Theory in a monetary 
panic 

16 . Towards the end of 1794 the exchanges began to fall 
rapidly, and in May, 1795, were so low that it was profitable to 
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export bullion. While, however, the exchanges were so adverse, 
the issues of the Bank ^\ere immensely extended, from circum- 
stances which are too long to state at length here, but which wo 
have given already,^ and which there is no necessity to detail, 
because the simple fact is enough that the issue of Bank Notes 
was greatly increased while gold was rapidly leaving the country. 
The Directors now became seriously alarmed for the safety of the 
Bank, and took the most rigorous measures to contract their 
issues. In April, 1796, the exchanges became favourable, and 
they continued to be so till February, 1797 

The excessive contraction of its issues by the Bank caused the 
greatest inconvenience to commerce, and a meeting of bankers 
and merchants was held to devise some means of relief. The 
failures among the country bankers, in 1798, had caused an im- 
mense diminution in the country issues, and Thornton says that 
in the last three months of 179C the issues of the Bank were no 
higher than they had been in 1782, with an amount of commerce 
many times larger than in that year. As the public could not get 
Notes, they made a steady and continuous demand for guineas ; 
and, although the exchanges were favouralle to the cotmtry, ayid 
gold was coming in from abroad, there was a severe dram on the 
Bank for gold. Political circumstances added to the alarm, and, 
about the middle of February, a stoppage of country banks became 
general. The panic reached London, and a general run began 
upon the bankers. Before this the Directors had used the most 
violent efforts to contract their issues. In five weeks they 
had reduced them by nearly £2,000,000. On the 2 1st Jan- 
uary they were £10,550,880, on the 21st February they were 
£8,640,250. But even this gave no true idea of the curtailment 
of mercantile accommodation ; for the private bankers were 
obliged, for their own security, to follow the example of the 
Bank. In order to meet their payments persons were obliged to 
sell their stock of all descriptions at an enormous sacrifice. The 
three per cents, fell to 51 ! 

On Saturday, the 25th February, 1797, the specie in the Bank 
was reduced to £1,272,000, with the drain becoming severer 
every hour. The Directors now felt that they could hold out no 
longer : and on Sunday a Cabinet Council was held and an order 
* Vol /., i>. 519. 
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in Council issued, directing the Bank to suspend payments in 
cash until the sense of Parliament could he taken on the subject. 
Accordingly, on Monday, the 27th, the cash being then reduced to 
^61, 08 6,170, the Bank suspended payments in cash, and did not 
resume them partially till 1816, and completely till 1821 

But immediately this was done, they enlarged their accom- 
modation liberally ; within a week they increased their issues 
by two millions, and the relief was very great. A meeting of 
4,000 merchants and bankers agreed to support the credit of 
the Notes 

The most eminent authorities afterwards severely censured 
the management of the Bank. Thornton said that the excessive 
contraction of Notes had shaken public credit of all descriptions, 
and had caused an unusually severe demand for guineas ; that 
the Bank ought to have extended its issues to supply the place of 
the country Notes which were discredited. Boyd was clearly of 
opinion that the excessive restriction of Notes was the chief cause 
of the forced sale and depreciation of the public securities. In 1810 
the Governor of the Bank said, that after the experience of the 
policy of restriction, many of the Directors repented of the 
measure : and the Bullion Committee explicitly condemned the 
policy of the Bank both in 1798 and 1797 

Nothing, in short, could be more unhappy than their regula- 
tion of their issues. When the exchanges were violently adverse, so 
that it was very profitable to export gold, they enlarged them to 
an extravagant extent : and when the exchanges were extremely 
favourable, so that gold was flowing in, they contracted them with 
merciless severity. The issues, which were £14,000,000 when 
the exchanges were against the country, were reduced to 
£8,640,250 when they had been for several months eminently 
favourable. The entire concurrence of the evidence shews that it 
was this excessive restriction of credit which caused the severe 
demand for gold 

And now we see the practical results of the two policies : when 
all commercial and banking credit was on the verge of universal 
ruin, it was saved and restored by the Expansive Theory in 
1798 ; in 1797 the Bestrictive Theory was carried out to the 
bitter end, and the result was the Stoppage of the 
Bank 
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A consideration of all the circuinstances induced the Bullion 
Committee to condemn the Restrictive Theory in the most 
emphatic terms : and all the greatest mercantile authorities of 
that period, including Peel himself, as we have shewn, in 1819, 
entirely concurred in these doctrines: and they said that no 
limitation of the Bank’s power of issue could ever he prescribed at 
any period, however remote. That period, however, came in 1844 

The next great crisis was in 1825. Ever since the beginning 
of 1824 there was a continual drain of bullion, which the Bank 
took no means to stop. It fell from l:l| millions in March, 1824, 
steadily and continuously, to barely 8 millions in November, 1825, 
when every one felt a crisis to be impending. The papers 
discussed the policy of the Bank, and it was generally expected 
that it would rigorously contract its issues. The panic began on 
Monday, the 12th of December, 1825, with the fall of Polo, 
Thornton & Co., one of the principal city banks, which drew down 
with them forty country banka. A general run began upon all 
the city bankers. For three days the Bank pursued a policy of 
the most severe restriction. Mr. Iluskisson said that during 48 
hours it was impossible to convert into money, to any extent, the 
best securities of the Government. Exchequer bills. Bank Stock, 
East India Stock, as well as the public funds, were unsaleable. 
At last, when universal stoppage was imminent, the Bank 
completely reversed its policy. On Wednesday tlie 14th, it 
discounted with the utmost profusencss. Mr. Hannan said — 
“We lent by every possible means, and in modes we had never 
adopted before ; we took in stock as security ; we purchased 
Exchequer bills ; we made advances on Exchequer bills, we nob 
only discounted outright, but wo made advances on deposits of 
bills of exchange to an immense amount : in short by every 
possible means consistent with the safety of the Bank, and we 
were not, on some occasions over-nice ; seeing the dreadful state 
the public were in we rendered every assistance in our power.” 
Between Wednesday and Saturday the Bank issued £5,000,000 in 
Notes, and sent down to the country a large box of £1 notes 
which they accidentally found. This bold policy was crowned 
with the most complete success ; the panic was stayed almost 
immediately, and by Saturday was over 
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The circumstances of this crisis are the most complete and 
triumphant example of the truth of the principles of the Bullion 
Report, and the Expansive Theory : and signally vindicate 
the wisdom of Peel in 1819, when he refused to adopt the 
Restrictive Theory, and impose a numerical limit on the 
Bunk’s issue 

The next crisis was in 1887 : but the Bank, foreseeing it, 
judiciously anticipated it, and made the most liberal issues to 
houses which required it. By thus adopting the Expansive 
Theory in good time, nothing more occurred than a severe mone-^ 
tary pressure, wdiich was prevented from deepening into a crisis 
entirely by the judicious conduct of the Bank 

The Bank Act was passed amid general applause, but, as said 
above, on the very first occasion on which its powers were tested, 
in April, 1817, it completely failed to compel the Directors to 
curry out its principle, and one-third of its bullion ebbed away, 
without any appreciable diminution of the amount of its notes in 
circulation 

But, in October, 1847, a far severer crisis took place. The 
Bank made immense advances to other banks and houses, to pre- 
vent them from stopping payment. But numerous Banks and 
Commercial Houses did stop payment, and the resources of the 
Bank were exhausted. At last, after repeated deputations to the 
Government to obtain a relaxation of the Act, and with the stop- 
page of the whole commercial world imminent, the Government 
authorised the Bank to issue at discretion. And what was the 
result ? The panic vanished in ten minutes I No sooner was 
it known that notes might be had, if necessary, than the want of 
them ceased. The whole issue of Notes, in consequence of this 
letter, was only £400,000, and the legal limits of the Act were 
not exceeded 

Thus, on this occasion again, the Restrictive theory 
wholly tailed ; and the Expansive theory saved the country, 
and was the only means of saving the Bank itself from stopping 
payment 

The next great crisis was in November, 1857, which was far 
more severe, as regards the Bank itself, than that of 1847. On 
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the 12th November, 1857, the Bank closed its doors with the Stim 
of £68,085 in notes ; £274,958 in gold ; and £41,106 in silver ; 
being a total sum of £887,144 I Such were the resources of the 
Bank of England to begin business with on the 18 th I Truly, 
said the Governor, it must entirely have ceased discounting, which 
would have brought an immediate run upon it. The bankers’ 
balances alone were £5,458,000. It is easy to see that the Bank 
could not have kept its doors open for an hour 

On the evening of the 12th the Government sent a letter to 
the Bank, authorising them to issue Notes at their discretion, but 
not at a less rate than 10 per cent. ; and next morning the panic, 
as before, passed away 

Thus, on this occasion, again, the Restrictive theory 
wholly failed : and the Expansive theory saved the country : 
and was the only means of saving the Bank itself from stopping 
payment 

The next great crisis was in 1866, which was still more severe. 
Unfortunately, no investigation was held respecting it, so that 
there is no reliable account of its circumstances. But speculation 
had exceeded all due bounds. On the 10th of May there was a 
general run upon all the London banks. It was said, but we 
cannot say with what truth, that one great bank alone paid away 
£2,000,000 in six hours. After banking hours it became known 
that the great discount house of Overend, Gurney & Co. had 
stopped, with liabilities exceeding ten millions — the most stupen- 
dous failure that had ever taken place in the city. The result of 
such a catastrophe was easily foreseen ; not another bank could 
have survived the next day ; and that evening the Government 
again authorised the Bank to issue at discretion, at not less than 
10 per cent. The Bank advanced £12,225,000 in five days ; but 
the panic passed away 

Thus, again, the Restrictive theory wholly failed ; the 
Expansive theory saved the country, and was the only means 
of saving the Bank itself, as well as every other bank, from 
stopping payment 

Thus we see the entire failure of Sir Robert Peel’s expectations. 
He took away the power of unlimited issues from the Bank, and 
imposed a rigorous numerical limit on its powers of issue, under 
the hope that he had prevented the recurrence of panics. But 
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the panics recurred with precisely the same regularity as before ; 
and, therefore, in this sense too, the Act has failed ; and when 
panics do occur, it is decisively proved that it is wholly incom- 
petent to deal with them 

17. It has been seen that it is a complete delusion to suppose 
that the Bank Act carries out the ‘^Currency Principle.” It 
might be supposed, perhaps, that if it did really carry out the 
Currency Principle,” it might prevent panics arising. General 
experience, however, entirely negatives this view. In 1764 the 
most terrible Monetary Crisis which had up to that time occurred, 
took place in Amsterdam and Hamburg, where the banks were 
really constructed on the Currency Principle ” 

A decisive example of this took place at Hamburg in 1857. A 
similar Monetary Crisis took place there, as here, and the Bank 
being constructed on the ‘‘ Currency Principle,” had no power to 
issue Notes to support Credit. The magistrates were obliged to 
issue City Bonds to support the Credit of the merchants, exactly 
as the Government had issued Exchequer Bills in England in 
1793. Here, also, the Bestrictive theory wholly failed, and 
it was found necessary to adopt the Expansive theory to 
avert universal failure 

These disasters took place where there was no Credit Currency 
at all, but what represented bullion : and they are conspicuous 
examples that panics occur 3 ust as readily under a purely Metallic 
Currency as under a Paper Currency 

The experience of every other country exactly confirms the 
experience of England. At Turin the bank was constructed on 
some principle of limitation : but, in 1857, during a monetary 
panic, it was found necessary to suspend its constitution, and 
allow it to issue Notes to support Credit 

The very same thing was conspicuously proved in 1873. In 
Austria, in North Germany, and in America, the banks were all 
constructed on some analogous principle of limitation on their 
issues. But in the severe monetary panic in each of these coun- 
tries, it was found necessary to suspend their constitutions, and 
authorise them to issue at discretion to support commercial Credit 
Thus, universally, throughout the world, it is proved by 
abundant experience, that the Restrictive theory cannot be 



358 THEORY AND PRACTICE OF BANKING 

maintaiuecl after a monetary panic has reached a certain degree of 
intensity ; and that it is absolutely necessary to adopt the Ex- 
pansive theory to avert universal failure 

18 . The supporters of the Act of 18 tt strenuously maintain 
that it is the comideinent of, and in strict accordauee with the 
principles of the Act of 1819, and the Bullion Report. But such 
statements are utterly incorrect: and the following are the 
fundamental differences of principle between them — 

I. The Bullion Report declai'cs that the mere mmurkal 
amount of notes in circulation, at any time, is no criterion whether 
they are excessive or not 

The theory of the framers of the Act is that the Notes in cir- 
culation ought to be exactly equal in quantity to wbat the gold 
coin would be if there were no Notes : and that any excess of Notes 
above that quantity is a depreciation of the Currency 

Is this principle of the supporters of the Act in accordance 
with the principle of the Bullion Report ? 

II. The Bullion Report declares, and the supporters of the 
Act of 1819 maintained, that the sole test of the depreciation of 
the Paper Currency is to be found in the Price of Gold Bullion, 
and the state of the Foreign Exchanges 

Ricardo says* — “ The issuers of paper money should regulate 
their issues solely by the price of bullion, and never by the quan- 
tity of their paper in circulation. The quantity can never bo too 
great nor too little, while it preserves the same value as the 
standard ” 

According to the supporters of the Act of 1844, the true cri- 
terion is whether the Notes do or do not exceed in quantity the 
gold they displace 

Is the doctrine of the supporters of the Act of 1844 in ac- 
cordance with the principles of the Bullion Report, and of the 
Act of 1819 ? 

III. It was proposed to the Bullion Committee to impose a 
positive limit on the issues of the Bank, to curb their powers of 
mismanagement. The Bullion Report expressly condemns any 
positive limitation of its issues : and Peel, in 1819, and in 18:Ja, 
fully concurred in this condemnation 

• l^oiiObiils for an Economical and Eccarc Cuncncy, § 3* 
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riie Bank Acfe of 1844 specially limiffi the issues or the Bank 
Does the Bank Act of 1844 coincide with the principles of 
the Bullion Report and the doctrines of Peel in 1819 and 188S ? 

IV. The Bullion Repoi't, after discussing the most important 
monetary crises which had occurred up to that time, expressly 
condemns the Restrictive theory in a monetary panic, and 
says that it may lead to universal ruin : and recommends the 
Expansive theory 

The Bank Act enacts the Restrictive theory by Law ; and 
prevents the Expansive theory from being adopted 

Does the ^ank Act of 1844 agree with the doctrines of the 
Bullion Report, and of Peel in 1819 and 1833, on this point ? 

In 1793 the Bank adopted the Restrictive theory ; and, 
when all commerce was on the brink of ruin, the Government, by 
issuing Exchequer Bills, adopted the Expansive theory, and 
commerce was saved 

In 1797 the Restrictive theory was carried out to the 
end, and the result was the stoppage of the Bank 

In 1825 the Restrictive theory was adopted for three 
days, and when commerce was on the brink of ruin, it was sud- 
denly abandoned ; the Expansive theory was adopted, and 
commerce was instantly saved 

In 1836 a great crisis was imminent ; the Bank, foreseeing it, 
adopted the boldest measures before it came on, and made im- 
mense advances to sustain commercial credit ; the policy was 
successful, and averted a general panic 

Peel, in introducing his measure of 1844, said that we must 
never again have such discreditable occasions as 1825, 1836, and 
1839 : but since 1844 we have had 1847, 1857, and 18C6. On 
each of these occasions the Restrictive theory was enacted by 
Law : and on each occasion the Government was obliged to come 
forward and authorise the Bank to break the Law, to abandon the 
Restrictive theory and adopt the Expansive theory. And 
by so doing universal ruin was averted, and the Bank itself saved 
from stopping payment 

Experience, therefore, has indisputably proved that the Bullion 
Report was framed with truer wisdom and scientific knowledge of 
the Principles of Paper Currency tlrnn the Bank Act of 1844. The 
only deficiency in the Report was that it failed to point out the 
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proper means by which the Paper could be kept at par with gol<h 
But the true principle of controlling the Paper Currency is now 
well understood to be by adjusting the Sate of Discount by 
the Foreign Exchanges, and the state of the bullion in the Bank 

Examimtion of the Arpmenfs alleged for maintaming the 
Eajxlc A.ct 

19. It has now been clearly shewn that the Bank Act has 
completely failed both in Theory and Practice. It has 
been shewn that it is based on a Definition of the word Cur- 
rency,” which is entirely erroneous in Commercial Law,, and in 
Philosophy — that it professes to adopt a Theory of Currency 
which it has entirely failed to enforce — that, if the Directors 
choose, they can mismanage the Bank quite as easily under tho 
Act as before it. Lord Overstone justly pointed out that the 
radical vice of the Bank principle of 1832 was that the Bank 
might be completely drained of gold without a single note being 
withdrawn from the hands of the public : the Bank Act was 
expressly framed with the intention of compelling the Directors to 
withdi-aw notes from the public exactly as gold was drawn out of 
the Bank. But it was decisively proved in April, 1847, that tho 
Bank Act had precisely the same radical defect as the Bank prin- 
ciple of 1832 ; the Directors allowed many millions of gold to bo 
withdrawn from the Bank without withdrawing a single noto 
from the public, and the pretended Mechanical ” action of tho 
Act wholly failed to prevent them doing so — that the Act was 
expressly framed with the expectation that it would prevent com- 
mercial panics, and that it has wholly failed in doing so : and 
hitherto panics have recun*ed with the same regularity as before 
- — and, furthermore, although the Act is in no sense whatever tho 
original cause or source of these crises, yet, when they do occur, 
and they reach a certain degree of intensity, the operation of the 
Act, by visibly limiting the means of assistance, deepens a severe 
monetary pressure into a panic, which can only be allayed by its 
suspension, and a violation of its principles 

In every one of these respects the Bank Act has completely 
failed : and in regard to these things its credit and reputatioxi is 
utterly dead and gone. It is, therefore, necessary to examine 
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fairly the arguments alleged in its favour, and the reasons urged 
w hy it should still be maintained 

The supporters of the Act, allowing that it has failed in some 
rcvspects, yet maintain that the Directors having committed the 
same mischievous errors as they had done before it, it arrested 
their mis-management much sooner than would otherwise ha^'e 
been the case ; and that when the panic did occur, it was only 
through the Act that the Bank had six millions of gold to meet 
the crisis; and that, by this means, the convertibility of the Note 
was secured 

So far as regards the crisis of 1847, it must be admitted that 
there is much force and truth in this argument. The Directors 
at that date shewed that they had not yet acquired the true prin- 
ciples of Banking, and it must be conceded that it was entirely 
owing to the Act that they were checked in their mistaken policy 
while there was still six millions of gold in the Bank 

But the same ground of censure did not apply to the crisis of 
1857. In the interval between 1847 and 1857, the Directors 
really at last grasped the true method of controlling the Paper 
Currency by means of the Bate of Discount. The truth of this 
principle was probably more enforced upon their attention by the 
limitation imposed by the Act than it would otherwise have been. 
It has never been alleged that the crisis of 1857 was in any way 
due to the Act. But it is a matter of positive certainty that since 
that date the Bank has fully recognised and adopted the principle 
of governing the Paper Currency by means of the Rate of Dis- 
count. The same rule has been adopted by the Bank of France, 
and this is now the recognised principle by which every Bank is 
managed. Certainly, since 1857, there has not been a breath 
of blame on the general management of the Bank. Granting 
every merit which can fairly be due to the Act, that it has com- 
pelled the rea^gnition and adoption of this principle some years 
earlier than it otherwise would have been, it may be said that the 
Act has now fulfilled its purpose. It has done all the good that 
it can do. The Directors now perfectly understand, and have 
ever since 1857, conducted the Bank with the greatest success on 
sound principles. Having, therefore, accomplished this great 
purpose, the Act has done its work, and has ceased to be neces- 
sary ; and its operation at other most important times being 
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proved to be injurious by the most overwhelming evidence, it 
may now be safely and advantageously repealed — so far, at least, 
as regards the limitation of its power of issue. And the reason 
for the expediency of this change is this — 

Under the present system of Commercml Credit^ there must 
he some Source with the power of issuiny imdouhted Credit to 
support solvent Gornmercial Houses in times of Monetc^ y Panio 

It has been conclusively shewn in the preceding remarks, that 
it is entirely futile to expect that Commercial Crises can be 
prevented, and that they occur with precisely tl e same violence 
in places where there is a purely metallic currency as anywhere 
else. Hence the illusions in this respect, on which tlie Act was 
founded, are now completely vanished 

In all oases, houses which are clearly insolvent should not be 
supported; they ought to be compelled to stop without any 
hesitation. To support such houses is a fraud upon their creditors. 
But under our complicated system of commerce, the Credit of 
eveu the most solvent houses is so intertwined and connected with 
others, that no one can tell how far any house, even of the highest 
name, is solvent. Consequently, every one is affected by this 
universal discredit. Many houses which are really solvent, may 
have their assets locked up in some form w^hich is not readily con- 
vertible. Under such circumstances it is absolutely indispensable, 
to prevent universal ruin, that there should be some source to 
afford undoubted credit to houses which can prove their solvency. 
And there are but two sources from which such credit can bo 
issued — the Government and the Bank of England 

In 1798, the Bank resolutely refused to support Commercial 
Credit, and the Government wore obliged to assist solvent houses 
with Exchequer bills, and this saved the commercial community 
from ruin. In 1797, the Bank also refused to support commerce, 
and the result was its own stoppage. After the stoppage, how- 
ever, it largely extended its issues, and commerce was relieved 

In every commercial crisis since 1797, however sternly the 
Bank has adopted the Restrictive Theory at first, it has 
ultimately been driven to abandon it, and adopt the Expansive 
Theory, In 18:25, while the Bank persisted in the Restrictive 
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Tlieory, some emiaent h takers stopped payment with assets worth 
4i>s. in the pound. Two days afterwards the Bank changed its 
policy, and issued notes with the most profuse liberality, and the 
panic vanished. If the Bank had adopted this principle at first, 
and assisted those bankers who were really solvent, they would 
have been saved from stopping payment 

The very same principle was decisively proved in 1847, 1857, 
and 18C6 ; the Restrictive Theory was in those years enforced 
by law. But no Government could maintain the Act and the 
Restrictive Theory to the bitter end, and face the consequences 
of producing universal ruin in pursuance of a Theory, which the 
most distinguished authorities of former times had unanimously 
condemned 

It is, therefore, irrcfragably proved by the unanimous opinion 
of the most eminent commercial authorities, and the clear 
experience of 100 years, that the Restrictive Theory in a 
commercial crisis is a fatal delusion ; and that when a commercial 
panic is impending, the only way to avert and allay it is to give 
prompt, immediate, and liberal assistance to all houses who can 
prove themselves to be solvent; at the same time allowing all 
houses which are really insolvent to go. Universal experience 
proves that this is the only means of separating the sound from 
the unsound, and averting general ruin by preserving the former 

An Excessive Restriction o/ Credit jiroduces and 
causes a Run for Gold 

20. As a matter of fact it is perfectly well known to all 
bankers that an excessive restriction of credit jirodwces and causes 
a run for gold 

Sir William Porbes, in his interesting Memoirs of a Banking 
House, says of the crisis of 1793— “These proceedings, which 
obviously foreboded a risk of hostilities, were the signal for a 
check on mercantile credit all over the kingdom ; and that check 
led by consequence to a demand on bankers for the money deyostled 
with them, in order to supply the wants of mercantile men ” 

The Bullion Eeport expressly attributes the stoppage of the 
Bank in 1797 to the merciless restriction of Credit 

In 1857, discounts had ceased at the various banks, and a 
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g'cueral run was commencing upon them, when the Treasury 
letter came : this allayed the panic, and stopped the run 

In 186G, matters were a great deal worse. In consequence of 
the restriction on Credit, a most severe and general run took 
place on all the London bankers. The sum paid away during 
tlie panic can probably never be known, but it was something 
perfectly fabulous. And this general run upon the bankers was 
certainly caused and produced by the excessive restriction of 
Credit, caused by the Bank Act 

The result of such an Act was most distinctly predicted by 
Henry Thornton, one of the joint authors of the Bullion Keport, 
in his treatise on the Paper Credit of Great Britain, publish^ in 
1802. He says — 

Two kinds of error on the subject of the affiairs of the Bank 
of England have been prevalent. Some political persons have 
assumed it to be a principle, that in proportion as the gold of the 
Bank lessens, its paper, or, as is sometimes said, its loans (for the 
amount of the one has been confounded with that of the other), 
ought to be reduced. It has been already shown, that a 
maxim of this sort, if strictly followed up, would 
lead to universal failure” 

The Bank Act of 1844 was constructed on this precise 
principle, and Thornton’s prediction has been strictly verified 
Seeing, then, that it is a matter of absolute demonstration 
that it is indispensably necessary that there must be some source 
having the power to issue solid Credit to support solvent houses 
in Monetary Panics, it only remains to consider whether that 
source should be the Government, or the Bank — ^and very con- 
vincing reasons shew that it ought to be the Bank rather than 
the Government 

Such a duty is quite out of the usual lino of the Government. 
They must issue a Special Commission to investigate the solvency 
of those merchants who ask for assistance. Such a Commission 
would never be appointed until matters had become very severe, 
and much suffering would be caused by the unnecessary delay 
But such a thing is the ordinary and every day business of 
the Bank. The merchant simply goes in the ordinary way of 
business to the Directors, satisfies them of his solvency, gives the 
accessary security, and receives the assistance without delay 
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These considerations, as well as others that might be adduced, 
shew that the proper source to hare this power is the Bank of 
England and not the GoYernment 

21. Some persons, however, might suppose that such an issue 
of notes might turn the Foreign Exchanges against the country. 
It was formerly supposed, and the idea pervaded Sir Eobert Peel’s 
speech, that the Foreign Exchanges are mainly influenced by the 
numerical amount of Notes issued. But in modern times it has 
been proved that the Rate of Bmoxtni is an infinitely more power- 
ful method of acting on the Exchanges than the amount of Notes. 
And this may be said to be a new discovery since Sir Robert Peel’s 
speech ; for there is not a trace of the principle to be found in it. 
In former times, certainly, when there were multitudes of Banks 
issuing torrents of Notes, these Notes lowered the Rate of Dis- 
count, and drove bullion out of the country. But under the 
modern system, when these issues have been happily suppressed, 
all danger on this score has vanished : and under present circum- 
stances no issues are excessive which do not lower the Rate of 
Dimunt 

The doctrine laid down in the Bullion Report, and by all the 
most eminent authorities of that period, was, that the true 
criterion of the proper quantity of Paper Currency was not in its 
numerical amount, but the state of the Foreign Exchanges and 
the Market Price of Gold Bullion. This doctrine was true so far 
as it went : but unfortunately they never investigated the coiTect 
method of keeping the Paper Currency in its proper state. The 
principal method thought of until after Sir Robert Peel’s time, 
was simply diminishing its numerical amount. It is true that 
raising the Rate of Discount was reckoned among the subsidiary 
methods of curbing it, but so little was its true importance under- 
stood, that it was not even mentioned by Sir Robert Peel. Since 
his time, however, it has been demonstrated by argument, and 
proved by conclusive experience, that it is the true supreme 
power of controlling tlie exchanges and the Paper 
Currency, and that all other methods are insignificant com- 
pared to it. And since the Directors now thoroughly understand 
and act upon this principle, they may be entrusted with unlimited 
nowers of issue 
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22. Some able authorities, however, are of opinion that the 
Act should be niaintamed, as it strensj^thcns the hands of the 
Directors in carrying out this principle, and enforcing the mile. 
That, without the Act, commercial pressure upon them might 
sometimes be too strong to resist. Whatever force there may be 
in this argument, it will be found that the other arguments com- 
pletely outweigh it; and, in fact, such an argument naturally 
leads us to consider the constitution of the Direi^torate itself 

By a remarkable custom professional bankers are excluded 
from the Directorate of the Bank, which is exclusively composed 
of merchants. It has long been recognised that Commercial 
Credit and Banking Credit are of two distinct natures, and in 
many respects essentially conflicting and antagonistic. The same 
persons should not carry on both kinds of business ; great bankers 
should not be merchants, and great merchants should not be 
bankeiB. The Duty of a banker frequently conflicts with, and 
is antagonistic to, the Interest of a merchant, A banker's 
duty is to keep himself always in a position to meet his liabilities 
on demand ; and when there is a pressure upon him, it is his duty 
to raise the price of his money. But the Interest of a mer- 
chant always is to get accommodation as cheap as possible. Hence, 
as the Directors emanate exclusively from the Commercial body, 
the Interest of the body from which they come has been fre- 
quently opposed to their Duty as Directors of the Bank. And, 
formerly, it cannot be denied that their sympathy for the body to 
which they belonged has interfered with their proper course of 
action as Directors of the Bank, and has been the cause of many 
errors 

The whole principles of the subject have now been brought to 
strictly scientific demonstration. If, therefore, the Directors find 
themselves unable to withstand Commercial pressure, and fulfil 
their undoubted duty, it would seem to raise the question whether 
some modification of the constitudon of the Directorate might not 
be desirable, and whether a certain portion of them, at least, 
should not be as unconnected with commerce as private bankers 
are. There are very good reasons why they should not bo 
exchtsively taken from the Commercial body 

The overwhelming weight of practical considerations is in 
favour of restoring the Bank to its original condition, and abolish- 
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ing the separation of the two departments; which has been 
shewn was intended to carry out a particular Theory, but which 
it wholly fails to do. For while times are quiet, or even during a 
tolerably severe monetary pressure, the Act is wholly in abeyance, 
it is utterly inoperative. But when a real commercial crisis takes 
place, and it totally fails to prevent these, as it was expected to do 
— and when that crisis has deepened beyond a certain degree of 
intensity, then the Act springs into action with deadly effect. It 
prevents by Law the only course being adopted which the un- 
varying experience of 100 years has shewn to be indispensable to 
avert a panic, namely, a timely and liberal assistance to solvent 
houses : then follows a wild panic ; and if the Act were rigorously 
maintained, then universal ruin 

There is also another circumstance of the greatest importance 
to be observed, but which has not obtained sufficient notice. By 
the Bank Act of 1883, Bank Notes are made legal tender only 
while the Banh pays its Notes in gold 07i demand. As soon as it 
ceases to do so, no one can be compelled to take them, any more 
than any other bank notes. Consequently, if the Bank were com- 
pelled to stop payment in a panic, by enforcing the Bank Act of 
1844, to its last extremity, as it most certainly would have done 
in 1847, 1857, and 1866, its Notes immediately cease to be legal 
tender by the Bank Act of 1888, and their holders could not 
compel any one to receive them in payment of a debt 

The true object of the Act is to ensure the convertibility of 
the Bank Note. But the principle of the Act, or the machinery 
devised for that purpose, is merely a means to that end, and it 
has been proved to be defective. A better means of attaining the 
object of the Act has been ascertained and demonstrated to be 
true by the strictest scientific reasoning, as well as by abundant 
experience, since the passing of the Act, which is acknowledged to 
be efficacious, and, therefore, the Act is no longer necessary. The 
necessity of passing the Act was a deep discredit to the Directors 
of the Bank. It was a declaration that they were not competent 
to manage their own business. But now that they have shewn 
that they are perfectly able to do so, it is no longer necessary. It 
may be sometimes necessary to put a patient into a strait-waist- 
coat ; but when the patient is perfectly recovered, and is restored 
to his right mind, the strait-waistcoat may be removed— especially 
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as it is found that, under certain circumstances, the strait-waistcoat 
not only strangles the patient, but scatters death and destruction 
all around 

23. In the debate on Mr, Anderson^s motion in the ITouse 
of Commons, on the 2r)th March, 1873, the Chancellor of the 
Exchequer, Mr. Lowe, seemed to turn commercial panics into 
ridicule. He said that we never hear of military panics, or naval 
panics ; why, then, should we hear of commercial panics ? He 
seemed to consider English merchants as an inferior breed of men 
to English soldiers and English sailors. For once the Eight 
Ilonoui'able gentleman’s acumen was at fault. The analogy is 
wholly erroneous. It is the duty of military and naval men to 
face death ; it is their profession. But it is not the duty of com- 
mercial men to face ruin with equal equanimity. Under tho 
modem system of commerce, discount is as necessary to commercial 
existence as air is to the life of the body. When the whole com- 
mercial community sees the very means of their existence rapidly 
diminishing before their eyes, they naturally rush to obtain Notes 
while they can, and on such occasions no raising of the Rate of 
Discount can check the demand- If they cannot get Notes, they 
run for Gold. Such a state of things naturally and inevitably 
produces, and invariably will produce a panic. The analogy 
of the Black Hole at Calcutta is much more true. When 150 
wretched men were shut up for a whole night, in a tropical climate, 
in a room less than twenty feet square,' with only one small window 
to admit air, they naturally fought and struggled to get near it to 
preserve their existence. Under such circumstances there was, 
and there always would be a panic. So, in the commercial world, 
when they see the very means of their existence rapidly dimi- 
nishing before their eyes, they naturally fight and struggle to get 
possession of it, and they always will do so under similar circum- 
stances. If the “Currency Principle’’ were carried out to the last 
extremity in a Monetary Panic, the survivoi^s of the commercial 
community would not be proportionately more numerous than the 
survivors of the Black Hole of Calcutta 

24. We thus see that Sir Robert Peel was greatly deceived 
in his expectation that the limitation of the Bank’s power of issue 
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would prevent commercial crises. On this occasion he erred, as 
so many others have erred, in Economics, by too limited a con- 
sideration of facts. It is true that on mne occasions the Bank 
had fostered an over-spirit of speculation by too profuse an issue 
of notes. But commercial crises occur from other causes besides : 
they have occurred when there was no profuse issue of notes, and 
in places where there were no notes beyond bullion. 'Whenever 
there are expected to be great fluctuations in prices from what- 
ever cause arising — either fi’om great scarcity or from great 
abundance — from the transition from peace to war, or from war 
to peace — ^from the discovery of new profitable openings of every 
description — from great disturbance in the usual course of trade — 
the speculative or gambling propensity is sure to be called forth, 
and lead to a pressure more or less intense. In 1G94 the first 
joint stock mania took place, when there was no excessive credit. 
In 1720 there was no excessive issue of notes. In 1763 there 
was no excessive issue of notes, and the great commercial crises 
of that year took place at Amsterdam, where the “ Currency 
Principle” was in full operation. In 1772 there were excessive 
issues of notes, which greatly conduced to the crisis. In 1783 
the crisis seems to have been due to the transition from war to 
peace. Before 1793 there were excessive issues of notes by the 
miserable traders whom the monopoly of the Bank permitted to 
grow up as bankers. Previous to 1797 the Bank itself had made 
excessive issues, compelled thereto by Pitt. In 1808 the Bank 
greatly fostered the spirit of speculation. In 1824 and 1825 the 
Bank was far too long before it contracted its issues. So also in 
183G and 1839. But in 1847, 1857, and in 18G6, the great crises 
were in no way whatever attributable to excessive issues. In 1847 
it was excessive railway speculation. In 1857 it was due to a 
series of causes wholly irrespective of issues, and in that year the 
severity of the crisis at Hamburg, where the “Currency Principle” 
is carried out, was so great that the Government was obliged 
to come forward to create a solid credit to support solvent houses. 
In 1866 there were no excessive issues of notes. The most 
bigoted opponent of the Bank could by no possibility say that 
the crises of 1857 and 1866 were in any way \\hatever attri- 
butable to the Bank, or could, by any possibility have been 
averted by any management of the Bank 
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The crisis of 1808 was due to the sudden opening of the South 
American markets. That of 1825 to the anticipated profits on 
working foreign mines. That of I8J5G partly to the rapid exten- 
sion of Joint Stock Banks. That of 1817 to excessive railway 
speculations. That of 1857 to excessive trading especially in 
America. That of 1800 to the too rapid extension of Financial 
Companies on the limited liability principle. Hence we sec that 
a law made on the supposition that all crises arc caused by a single 
circumstance, and whose operation is only adapted to that cause, 
must necessarily fail 

Sir Eobert Peel was further in error in saying, that during 
periods of commercial crisis private persons make advances. It 
may, perhaps, happen that here and there a private pei'son may 
assist a friend, but, as a general rule, it is wholly without founda- 
tion. It was observed, before the passing of the Act, that in 
times of commercial pressure there was a general tendency to 
hoard. This was observed in 1825, in 1880, and in 1889. And 
this tendency was greatly aggravated by the Act of 1841, and \uis 
displayed with far greater intensity in 1817. 'When the public 
saw that the Bunk’s reserve was diminishing so rapidly, and no one 
knew wdiat would be done, a general rush was made at its no(oa, 
and they were hoarded away in millions. No sooner was the xict 
suspended than they came forth in millions from their hiding places, 
and the panic passed away. Therefore, in this fundanumtal point, 
there is no doubt whatever that Sir Eobert Peel was entirely 
wrong, and that the allegation of the opponents of the Act is 
strictly justified — that, when a pressure icaclics a certain point, 
the Act aggravates and intensifies it into a panic, which can only 
be allayed by the suspension of the Act 

Moreover, Sir Eobert Peel was quite mistaken in supposing 
that bankers only make advances out of loM fide capital. This 
is so fully set forth in the chapter on the Theory of Banking, that 
we need only to remind our readers that all banking advances are 
made, in the first instance, by creating credit. Every banker 
knows perfectly w’ell that an excessive restriction of credit causes 
and produces a run for gold. Wiicn the banks see that they can 
get no assistance from the Bank of England, they must cease dis- 
counting. But if they cease discounting, their customers have 
still engagements to meet, w’hich, of course, they will do as long 
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as they can ; and, in order to do so, they have no other resource 
but to draw their balances, and this, of course, will end in making 
their bankers stop payment ; and bankers and customers will fall 
together 

Many persons have observed that the variations in the Eatc of- 
Discount have been much more frequent since the Act than before 
it ; and they maintain that the Bank Act is the cause of these 
variations. In answer to this, it may be said that it was the very 
fixedness of the Rate of Discount in former times that was the 
main cause of many calamities ; and that if the variations had 
been more frequent and severe, these calamities would have been 
saved. And as for the frequent variations since the Act, it may 
be confidently said that the Bank xAct is in no way whatever their 
cause. Their true cause is the increased knowledge of the true 
scientific principles of Banking, and the increased speed and 
cheapness with which bullion now flies from one commercial 
centre to another 

These considerations give a final and conclusive answer to 
those persons who conceive that the Rate of Discount can be kept 
fixed. . These variations are in modem times absolutely indispen- 
sable, and the only method by which the Bank can preserve its 
security. They must necessarily have been made, had the Bank 
Act never existed at all. In fact, if this principle of controlling 
Paper Currency had been understood and acted upon in former 
times, there never w’ould have been any necessity for the Act. It 
was the very ignorance or neglect of this principle which had 
brought the Bank into danger so many times before 

26. It is a matter of very serious doubt indeed whether the 
sweeping words of the Bank Act of 1844 have not rendered all 
English banking illegal. For the eleventh section enacts, in the 
broadest possible terms, that no banker “ shall make any engage- 
ment for the payment of money payable to bearer on demand.” 
Now we have shewn the utter misconception of the very nature of 
banking business so generally prevalent, even among persons who 
might naturally have been expected to have been better informed. 
Thus, even Gilbart and Lord Overstone consider the business of 
banking to consist in borrowing money from one set of persons 
and lending it to another. So, also, paragraph 62 of the Report 
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of the Committee of the House of Commons, on the crisis of 1857 ; 
among other errors and misconceptions, which we have already 
refuted, says—'' the tm of Money, and that only, they regard as 
the province of a bank, whether a private person or incorporation, 
or of the banking department of the Bank of England ’’ 

Now we have over and over again pointed out that this is the 
business of a Bill Discounter, and not of a " Banker.” A banker 
never lends money, in the first instance ; we have already explained 
that the very essence of banking is to create Credit, or liabilities 
payable to bearer on demand. We have already shewn’’^ how 
completely Mr. Cardwell and Mr. Wilson were mistaken as to the 
very nature of the business of banking. Equally ill informed, 
also, was Mill, for, in the eaidy editions of his Political Economy, 
he has this note in his chapter on the Reguhtion of Currency, 
Book III., ch. 24, § 3.—" It would not be to the purpose to say, 
by way of objection, that the obstacle may be evaded by granting 
the increased advance in book credits, to be drawn ngainst by 
cheques, without the aid of bank notes. This is, indeed, possible, 
as Mr. Fullarton has remarked, and as I have myself said in a 
former chapter. Bxtt this substitute for bank note currency cer^ 
tainly has not yet been organised (.'/); and the law having clearly 
manifested its intention that, in the cawse supposed, increased 
Credits should not be granted, it is yet a problem whether the law 
would not reach what might be regarded as an evasion of Us 
hibitions, or whether deference to the law would not produce (as 
it has hitherto done!) on the part of banking establishments, 
conformity to its spirit and purpose, as well as to its mere letter ” 

Now what Mill, in this extract, said had never yet been or- 
ganised, happens to be the precise thing in which " banking ” 
consists ! It is right to add, that in the later editions of his 
work this paragraph has been omitted 

But though Mill shewed his ignorance of the existing facts in 
this case, his admission is valuable that this practice is a direct 
violation of the spirit and purpose of the Bank Act ; but whether 
it is not also a direct violation of its letter, is very seriously 
doubtful 

All banking advances, then, arc made by creating Credit, or 
Deposits ; and whether this Credit is transferred from one person 
* Vol Ch. 6. § 7 
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to another, by means of Bank Notes, or Cheques, in no way alEfects 
its nature or its quantity. And it is this very thing which is 
already creating so much alarm in the minds of many persons 
when they see the huge mass of Deposits, or Banking Credits, 
reared up by the London banks on so slender a basis of Bullion : 
for these Deposits are, in reality, neither more nor less than so 
many Bank Notes in disguise 

Now, when a banker creates a Credit in his customer’s favour, 
either in exchange for money, or bills, or any other security, by 
the fundamental contract between banker and customer, he en- 
gages to pay this Credit to his customer, or to any one else to 
tvliom his customer may assign it: and in token of this he delivers 
to his customer a book containing blank slips payable to bearer on 
demand, or to order on demand, called in modern commercial 
language, Cheques. The very essence and business of banking 
consists in “ making engagements to pay money payable to bearer 
on demand.” It may be said, indeed, that a banker is not a party 
to the cheque : true, his name is not on the face of the instrument, 
as an obligor ; but he is, ionot jide^ and, in reality, a party to it 
so long as he has funds to meet it : for it is a legal liability of his 
to pay his customer, or any one his customer may assign it to ; 
and by the very fact of his creating the Credit, he authorises his 
customer to put it into circulation. So long as his customer does 
not exceed the amount at the credit of his account, the banker is 
legally a sleeping partner to the cheque 

Now, suppose that two men agree to assail a traveller ; one of 
them points a loaded pistol at the traveller’s head, the other pulls 
the trigger : both are equally guilty of the murder. Suppose one 
man lights a match and gives it to another man, and tells b inn to 
set the house on fire, both are equally guilty of the arson 

The very same argument applies to the ordinary routine busi- 
ness of banker and customer. The law distinctly says that no 
banker “shall make any engagement to pay money payable to 
bearer on demand.” But the ordinary routine business of a banker 
is to create a credit in favour of his customer which he expressly 
authorises his customer to make payable to bearer on demand, and 
put it into circulation. Now, what is this transaction but a clear 
conspiracy between the banker and the customer to violate the 
express words of the Bank Charter Act of 1844: ? The banker 
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creates tlic engagement, and the customer puts it into circulatioTi. 
The banker loads and points the pistol at the Bank Act, and the 
customer pulls the trigger : or the banker lights the match and 
delivers it to the customer who consumes the Act. How is this 
transaction one whit less a conspiracy in law than in the case of 
the murder or the arson ? 

Of course, the whole difficulty has been created by the gross 
ignorance of those who drew the Act of the routine business of 
banking : but that is no business of ours. There stand the 
distinct words of the Law ; and there are the actual facts of 
banking ; and it is not possible for the wit of man to reconcile 
them 


The Cheque Bank 

26 . The subject cannot fail, we think, very soon to engage 
the attention of the Courts of Law and the Legislature, for very 
recently a new institution has been founded which is still a bolder 
contravention, not only of the Bank Charter Act of 1844, but of 
all our monetary legislation for the last lOQ years, with a certain 
exception 

This Bank is called the Cheque Bank, and we will first 
describe its method of business, and then compare it with the 
existing monetary Laws 

It receives Money only, and in exchange for this money it 
issues an exactly equal amount of cheques payable to order, and 
crossed with the words ** & Co.” 

Thus, suppose a person pays in £50 ; it will give him a book 
containing ten cheques payable to order and crossed, and per- 
forated with the mark not exceeding £5. The customer may, of 
course, fill up the cheque with £5, or any less sum : but not with 
any greater sum : and supposing that any balance remains after 
the customer has exhausted the 10 cheques, the Bank will give 
him cheques to the amount of the balance 

As the cheques are crossed it pays no money over the counter, 
})ut all its cheques must pass through the hands of a banker, and 
arc only payable to a banker. But though the Bank itself only 
])ays them to a banker, any banker or other person may give cash 
for them just in the same way as for an ordinary cheque, and in 
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the first year of its existence it has already established relations 
with about 1,500 home, foreign, and colonial banks, which will 
cash its cheques 

The plan adopted by this Bank obviates an objection to which 
ordinary cheques are liable : when a customer places money with 
an ordinary banker, the banker gives him a cheque book, but 
there is no security that the customer may not draw cheques in 
excess of the credit he has in the Bank : consequently, no one who 
takes an ordinary cheque has any guarantee that the drawer has 
any funds to meet it. But this cannot happen with the cheques 
of the Oheque Bank. They are not issued except in exchange for 
money : and any one who takes one of them is positively assured 
that it will be paid. These cheques, therefore, have all the actual 
security of cash. They are intended by the promoters of the bank 
to be received as a substitute for cash ; and already several Hall- 
way and other companies have agreed to receive them as cash. 
The Directors also propose to supersede Post Office Orders ; and 
there can be no doubt that they are far more convenient and 
cheaper than Post Office Orders. As the Directors take care to 
issue no more cheques than money paid in, they publicly announce 
that none of their cheques will ever be refused, however long it 
may remain in circulation. These cheques are, therefore, in reality, 
crossed Bank Notes 

Now W'e do not intend for one moment to question the merit, 
the ingenuity, and the utility of this Bank. But the question is, 
How docs it consist with the whole of our monetary legislation 
for the last hundred years, as well as with the Bank Act of 1844 ? 
About one hundred years ago many parts of the country were 
deluged with silver notes for 55. and 105., and even loss: they 
W'ere found such an intolerable nuisance that an Act was passed in 
1775 to prohibit all notes under 205. ; and in 1777 another Act 
was passed, prohibiting all notes under £5. And, with the 
exception of the period between 1797 and 1829, it has been the 
inflexible determination of the Legislature to prohibit any banking 
obligations payable to bearer on demand, for less than £5, from 
being issued and circulated. And since the Bank Act of 1844, 
even this right has been restricted to those bankers who were in 
existence at that period. No new banks may issue obligations 
payable to bcai'cr on demand. It was even for a long time illegal 



376 THEORY AND PRACTICE OE BANKING 


to draw cheques for less than £5, though that restriction is now 
removed. It is perfectly well known that coin cannot circulate 
along with paper of the same denomination ; consequently, for a 
hundred years it has been the settled purpose of Parliament that 
no paper shall come into competition with the coin of the realm 
Now the Cheque Bank publicly guarantees the payment of all 
its cheques. It is, therefore, avowedly a party to them. What, 
then, prevents them, or is supposed to prevent them, from being 
an cxpre.ss violation of the words of the Bank Charter Act ? — 
lat. It is said that they are issued payable to order on demand, 
and not to liearer on demand 

Now, this cannot save them from the penalties of the Act, 
because as soon as the payee has indorsed them, they become pay- 
able to bearer on demand ; and consequently, the bank is a party 
to an obligation payable to bearer on demand contrary to the 
express words of the Act 

This subtlety, therefore, will not hold water for an instant 
2nd. But there is a second one. The cheques are crossed, and, 
therefore, tlicy are not literally payable over the counter to hearer 
on demand ; but only to the bearer’s banker, or agent, on demand 
Now this is the sole subtlety which is supposed to save these 
iustriuuents from being a direct violation of the Bank Act. They 
are distinctly Bank Notes— but they are crossed Bank Notes, and, 
therefore, are supposed to evade, by the skin of their teeth, the 
precise words of the Act. Now it is a well known maxim of law, 
that no one shall do indirectly what the law forbids to be done 
directly. Now the Law most expressly forbids any banking obliga- 
tions payable to bearer on demand to be issued; and it is supposed 
that it will allow its solemn purpose to be set aside by the flimsy 
dodge of making the obligations payable to bearer’s agent on 
demand I 

Now whether a Court of Law could, by any possibility, hold that 
these ingenious gentlemen have succeeded in evading the precise 
letter of the Law, we shall say nothing ; because we little doubt but 
that before very long the question will be formally investigated 
But there can be no possible doubt that these instruments, 
these crossed Bank Notes, are an utter and complete violation of 
the manifest purpose and intention, not only of the Bank Charter 
Act, but of all our monetary legislation for the last century. For 
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what is easier than for the Bank and its oustomerB to agree to 
make these Cheques for £1, and put them into circulation ? Then 
we have at once £1 Bank Notes. So also the cheques for 105. 
and 55. are the old silver notes back again. If the Cheque Bank 
xnay do this with impunity, why may not every other bank in the 
kingdom do the same ? 

The Cheque Bank professes, for the present at least, to issue 
its cheques only in exchange for cash. But if it does so in 
exchange for cash, what is there to prevent them from issuing 
them in exchange for bills and other securities ? And why should 
not every other bank do precisely the same thing, if the Cheque 
Bank may ? If the crossing is sufficient to save them from the 
penalties of the Act, they may equally be issued in exchange for 
bills and other securities 

No bank discounts a bill, or creates a credit in favour of a 
customer, unless it behoves its advance secured. And if it creates 
a credit in his favour which he may the very next instant demand 
payment of in cash, it may just as well give him these crossed 
Bank Notes, which will probably remain some time in circulation. 
There is nothing wanting but that the banker and the customer 
should agree to draw these cheques for even sums such as £5 and 
£1, or any others, and we have at once the power of unlimited 
issues of Bank Notes restored to the banks 

Now if it should be found that the ingenuity of these gentle- 
men has been successful, they wiE have completely picked the lock 
of the Bank Charter Act, and opened the floodgates to inundate 
the country with boundless quantities of paper money, which it 
has been the settled purpose of the Legislature to suppress 

The directors of the Bank, to do them justice, make no secret 
of their intentions ; they intend to revolutionise the banking 
system of the country, and they wiU assuredly do it, if their 
experiment is aUowed to proceed. Tor this Bank is the germ of a 
system which will reduce aE our monetary laws and Bank Charter 
Acts to waste paper 

After the passing of the Bank Act of 1844, a custom sprang 
up in some of the Midland Counties of customers drawing cheques 
on their bankers, which the banker accepted. These, of course, 
were simply Bank Notes : and a clause was inserted in the Stamp 
Act of 1854 to preclude such proceedings 
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Thus the Legislature has mauifostoil its fixed determination to 
suppress banking obligations payable to bearer on demand ; and 
when certain parties had discovered what they thought a loop-hole 
in the Act, Parliament immediately took care to stop it up. Now, 
is it likely that when the Law OJlloers of the Crown and the Chan- 
cellor of the Exchequer are fully aware of the inevitable conse- 
quences which will, sooner or later, follow tlie operations of this 
Bank, they will suffer it to exist ? Cheque Bank cheques are 
nothing more than accepted cheques, which have already been put 
down by law. The express purpose of Parliament is to supiiress 
unlimited issues of circulating Banking Credit, and is it likely 
that they will permit their fixed determination to bo sot at nought 
by the paltry quibble that those Bank Notes are not payable to 
"bearer on demand, but to bearer’’ s agent on demand ? The in- 
genious gentlemen who devised the Cheque Bank have laid a 
cockatrice’s ^g, which, if suffered to come to maturity, will 
inevitably devour the Bank Charter Act 

27. This circumstance wiU, no doubt, tend to accelerate what 
statesmen of all parties are so anxious to avoid, a thorough and 
searching investigation into the whole of our Banking system. 
But, however they may try to stave it off, such an inquiry will 
inevitably come. For each succeeding crisis will bo more severe 
its predecessor. In 1847, the first crisis after the Act of 
1844, the Credit system was comparatively smaE ; it had greatly 
increased in 1857, and the crisis was more severe ; in 1866 it had 
greatly increased, and the crisis was far more terrible ; and so it 
wiU be in future. Every year the system of Credit is attaining 
more colossal dimensions, and, like a huge octopus, it now grasps 
all classes, and almost all persons, in its embrace. And, like the 
throes of Enceladus, it will penodically convulse the world, until 
it is settled on true scientific principles 
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CHAPTEE XVII 

ON THE EISE AND PEOGEESS OE JOINT STOCK 
BANKING IN ENGLAND 

1. It is very commonly supposed that Joint Stock Banks 
were not permitted by law in England before 1826, nor in the 
metropolis till 1833, but the preceding narrative shews that this 
idea is incorrect. By the common law Joint Stock Companies of 
all sorts, including, of course, banks, are perfectly legal, and con- 
secpiently, if we wish to have a correct idea of the matter, we 
must observe this, and then ascertain what changes and modi- 
jRcations wore made in the common law by successive Acts of 
Parliament 

2 . Although the first joint stock mania in England took 
place in 1694, no one, at that time, thought of getting up a joint 
stock bank, in fact, joint stock bank shares are the very last thing 
any one would think of getting up as a mere speculation. When 
the Bank of England was founded, it received no monopoly in its 
favour, and it was only in 1697, after the disastrous failure of the 
Land Bank Scheme, and the ruin of public credit, that the Bank 
was enabled to obtain a monopoly. But even that did not affect 
the common law right to estabhsh such institutions, it only said 
that no rival bank should be erected or countenanced by Par- 
liament. None, however, were formed; but, in 1708, another 
Company began doing banking business by issuing notes. The 
Bank then, in 1709, obtained the clause in the Act of that year, 
prohibiting any company of persons, exceeding six in number, 
from “ borrowing, owing, or taking up money on their bills, or 
notes payable to bearer on demand, which, we have shewn, was 
the well understood meaning of the word banking ’’ at that 
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time. This clause was effectual up to 1742, when, in the Act of 
that year, it was re-enacted in much more full and explicit terms. 
But still the restriction was confined to borrowing, or owing, 
money on their bills, or notes. Consequently, the method of 
creating liabilities by means of entries and cheques, which was 
borrowed from the Dutch by our bankers, was not affected by the 
restrictive words of the Act. When, therefore, the London bankers 
discontinued their issues of notes, and restricted themselves to 
entries and cheques, there was no law whatever to prevent joint 
stock banks being formed, and carried on by that method. Tliis, 
how'over, completely escaped observation, and we can have very 
little doubt that if this flaw in the monopoly had been discovered, 
and an attempt made to take advantage of it, Parhament would 
immediately have put it down, and there can be no possible doubt 
but that it was their manifest intention to create a complete and 
effectual monopoly on behalf of the Bank, and protect it from any 
rival banks of any sort whatever. The effects of this monopoly, 
dow'ever, were most disastrous. Bank of England notes had no 
circulation beyond London, and it would not establish any branches 
in the country. No other powerful and wealthy banks could be 
formed, the consequence was, that when enterprise awoke in the 
country, in the last quarter of the last century, and there was a 
great demand for an increased Currency, all sorts of petty trades- 
men in all directions, grocers, linen-drapers, cheesemongers, tailors, 
&c., started up and turned “ bankers,” i.e., issuers of promissory 
notes, so much so, that, in 1798, there were about 400 of those 
country “ bankers.” But, of course, this Paper Ourren<^ was of a 
most rotten description, and on the occasion of any great com- 
mercial crisis they failed by dozens. In the great crisis of 1798, 
no lass than 100 stopped payment, and double that number were 
greatly shaken. In 1810 about a similar number stopped, a great 
number in 1812, and in the three years, 1814-15-16, ninety-two 
commissions in bankruptcy were issued against banks, and, allowing 
the usual proportion of four suspensions to one bankruptcy, in 
those three years alone about 360 banks stopped. In twenty-eight 
years, from 1791 to 1818, the oflEloial return shews that 273 com- 
missions were issued against bankers, or we may fairly assume that 
upwards of 1000 banks stopped paymmt during that period. Th4 
intolerable hardship of the monopoly of the Bank Charter may be 
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conceived, when the Bank, doing no business itself at such places 
as Bristol or Liverpool, no powerful bank could be formed at these 
places on account of it. These enormous failures among the 
country bankers, spreading ruin and desolation throughout whole 
districts of territory, naturally turned public attention to the 
Scotch system of banking, where, with the single exception of the 
Ayr bank, there had been no failure of a joint stock bank, Mr. 
Joplin is the earhest person that we are aware of, who discovered 
that the Charter of the Bank of England did not prevent banking 
companies being formed which did not issue notes. In a pamphlet, 
entitled Sit;pplementary Observatmis to the Third Edition of an 
Essay on BanJciny, 1823, he says, p. 84 — “ That public banks 
have not hitherto existed, more especially in London and Lan- 
cashire, seems to have risen from the want of a proper knowledge 
of the principles of banking, rather than from the Charter of the 
Bank of England, %vhu% I find^ does not prevent public banJcs for 
the deposit of capital from being established, . . . That banks 
ought to be the permanent depositories of the capital of the 
country, is an idea which no writer has hitherto entertained, and 
the silent operations of the Scotch banks have eluded observation. 
It has, in fact, always been hitherto considered that the proper 
business of a banh was to issue notes and discount bills at short 
dates. This is very strikingly exemplified by the clause in the 
Charter of the Bank of England, which restricts other banks to 
six partners.” (Mr. Joplin then quotes the clause, and says — ) 
** It is quite evident that the framers of the above clause considered 
the business pursued by the Bank of England the only proper 
banking. It appeared to them that preventing banks with more 
than six partners from issuing bills at short dates, or notes payable 
on demand, was altogether conferring on the Bank the privilege 
of exclusive banking as a pubhc company. This it did^ 7io doubts 
according to their definition of the term^ but it still leaves the most 
important part of baulking open to the public. There is at this 
moment no legal impediment to the establishment of joint stock com’- 
panics for trading in real capital. Both the letter and the spirit 
of the Charter has reference to the circulation of bills and notes 
alone. A bank which traded only in capital would not in the 
least trench upon the monopoly of the Bank of England, nor be 
any infringement of its charter.” Thus Mr. Joplin has, as far as; 
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we axe aware, fche merit of perceiving the loop-liole in the Act, by 
means of wliich, ten years later, the first joint stock bank was 
established in London 

3. An attempt, in 1823, to gain the consent of the Bank of 
England to give up the privileges of their Charter, so far as to 
permit joint stock banks to be formed in the country, ha\ing 
failed, even though a bribe was ofTered, nothing further took place 
till 1826, when the disasters of the preceding year being very 
generally attributed to the improper management of the country 
banks, the Ministry were powx'rful enough to compel the Bank to 
give up its unjustifiable monopoly, and at length agreed to permit 
joint stock banks to be formed beyond sixty-five miles from the 
metropolis. The Statute 182G, o. 46, was passed for this purpose. 
Its chief provisions are — 

I. That banks of an unlimited number of partners may be 
formed, and carry on all descriptions of banking business by 
issuing notes and bills payable on demand, or otherwise, provided 
that such corporations, or partnerships, should not have any house 
of bnsine"*5s or establishment as bankers in London, or at any place 
within sixty-five miles of London ; and that each member of such 
corporation, or partnership, should he liable for all its debts of 
every description, contracted while he W'as a partner, or which fell 
due after ho became a partner 

II. No such banking company was to issue, or re-issuc, either 
directly or indirectly, within the prescribed distance, any bill or 
note payable to bearer on demand, or any bank post bill, nor draw 
upon its London agents any bill of exchange payable on demand, 
or for any less sum than £50, but they might draw any bill for 
any sum of £50, or upwards, payable in London or elsewhere, at 
any period after date, or after sight 

III. Such banking companies w^cre expressly foi'bidden, hj 
themselves or their agents, to borrow, owe, or take uj) in London, 
or at any place within sixty-five miles of London, any sum of 
money on any of their bills or notes payable on demand, or at any 
time less than six months from the borrowing thereof, but they 
might discount in London, or elsewhere, any bill or bills of ex- 
change, not drawn by, or upon themselves, or by, or upon, any 
uerson in their behalf 
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lY. Before such a company began business, they were to make 
a return of the names and addresses of all their partners, and 
places for carrying on business, and the names of two or more of 
their partners, being resident in England, who were to be appointed 
public officers, and in whose names the company were to sue and 
be sued, which return was to be verified by oath. And they were 
required to make returns of all changes in their body 

Y. That all proceedings at law and in equity, civil and 
criminal, shall be taken by and against the public officers of the 
company. AH decrees and judgments obtained against such public 
officers should be valid against aU. and every member of the com- 
pany ; and execution upon a judgment against the public officer 
might be issued against any member of the company. But that 
every such public officer or person, against whom such execution 
was issued, should be fully indemnified by the other members of 
the company; but that no execution should issue against any 
person more than three years after he had ceased to be a partner 
YI. The Bank of England was authorised to establish branches 
at any place in England 

YII. Such banking companies might issue unstamped notes 
upon giving certain securities to the Crown, to make true returns 
of the amount of their issues, and to pay the amount of stamp 
duty on them ; and they were not obliged to take out more than 
four licenses for issuing notes in different places. For any breach 
of these provisions in neglecting to send returns, the penalty was 
£500 per week, and various penalties were enacted for false 
returns. And every breach of the provisions relating to their 
banking business subjected the company to a penalty of £50 
YIII. The rights and privileges of the Bank of England were 
to remain intact and unaltered, except so far as varied by that Act 

4 , Subject to these restrictions upon their business, this Act 
made no provisions regarding the constitution or capital of these 
companies. Each one was allowed to devise a constitution for 
itself, to name its own capital, and to make any public announce- 
ment regarding it that it pleased. The formation of joint stock 
banks under this Act proceeded very slowly at first, not more than 
four or five being formed in as many years. In fact, such banks 
could only be successfully formed by influential persons, and, of 
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course, each of these had already his own bank, which he would 
naturally be unwilling to injure by the formation of so powerful 
a rival. The first joint stock bank was formed at Lancaster, the 
next at Bradford, and anotlier at Norwich, before any one wna 
formed at one of the great manufacturing towns. It was not till 
the prosperous years of 1833-34-35-36, that any very remarkable 
increase took place in their numbers. In these years, however, 
they multiplied rapidly, more especially in 1836, when upwards of 
40 were established in the spring 

6. On the renewal of the Bank Charter in 1833, it was deter- 
mined to take off the vexatious restriction of preventing banking 
companies naaking their bills and notes for less than £50, payable 
on demand by their agents in London. And they were required 
to keep weekly accounts, to be verified on oath, of the amount of 
their notes in circulation, and make a return to the Commissioners 
of Stamps of the average amount in circulation every quarter 

6. It was at this time, as we have already noticed, that the 
discovery made in 1822 by Mr. Joplin, that the Bank Charter did 
not prohibit joint stock banks being formed in London, and carry- 
ing on their business in the method then adopted by the London 
Bankers, attracted attention, and, on the case being submitted to 
the law officers of the crown, they confirmed this view. The flank 
of the monopoly of the Bank of England, as we may say, being 
turned in this extraordinary and unexpected manner, excited much 
consternation and alarm in that body, and they requested to have 
this omission rectified, but Lord Althorp decidedly refused any- 
thing of the sort, and told them that the bargain was that their 
privileges should remain as they were, and he would not consent 
to any extension of them. To remove all possible doubts on the 
subject, a declaratory clause was inserted in the Bank Charter 
Act, expressly permitting the joint stock banks to be formed, 
provided they did not borrow, or take up in England, any sum or 
sums of money, on their bills or notes payable on demand, or at 
any less time than six months from the borrowing thereof. This 
declaratory clause was not long in being acted upon ; and soon 
after the Act was passed, measures were taken to constitute a joinc 
stock bank in London. This was the London and Westminster 
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Bank, which has since been managed with such distinguished 
success 


7 . The enormous difficulties which must have attended the 
successful organisation of this great establishment may be con- 
ceived when we remember that it was not formed under the Joint 
Stock Banking Act at all, which had no force within sixty-five 
miles of London, but that it was nothing but an ordinary partner- 
ship at common law. One of the least of the inconveniences of 
this was that it could not maintain an action at law for the most 
trivial debt, without enumerating all and each of the partners, and 
the slightest mistake in the spelling of a single name would at that 
time have vitiated any proceeding. This bank was the largest 
common law partnership which has existed in England ; and aU 
the London joint stock banks which were formed before the Act, 
Statute 1844, c. 113, are nothing but common law partnerships. 
The excessive inconvenience attending this state of things, led to 
a biU being brought into Parliament to enable the London and 
Westminster Bank to sue and be sued in the name of its chairman. 
This was warmly opposed by the Bank of England, and by Lord 
Althorp. Nothing could be more paltry than the reasons alleged 
by him in opposition to it, but he was beaten by a majority of 141 
to 35. The Government, however, had influence enough to have 
the bill thrown out in the Lords. The Bank being thus defeated, 
adopted the plan of making aU contracts through the medium of 
trustees, and all the London joint stock banks had to adopt this 
plan, till the Joint Stock Banking Act of 1844. The other banks 
formed on a similar plan to the London and Westminster are, the 
London Joint Stock Bank, founded in 1836 ; the Union Bank, in 
1839 ; the London and County Bank, in 1839 ; and the Com- 
mercial Bank, in 1840, which afterwards wound up its business 

8 . When the London and Westminster Bank was founded, it 
applied to have a drawing account at the Bank of England, and 
to be admitted to the Clearing House, and both requests were 
refused 


9. A question, however, of very much greater importance 
soon arose. It was a settled question, that no partnership or 
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corporation consisting of more than six persons could accept bills, 
at any less date than six montlis, no matter whether they were a 
oanking partnership or any other. It was clear, tiierefore, that 
the bank could not itself directly accept bills. But it did not 
appear that the words of the Act prohibited trustees accepting 
bills for a less date, on behalf of the Company. Nor, if trustees 
could accept, wixs there any thing to prevent them accepting by 
procuration. Consequently, there appeared to be this method 
open of circnnivcnting the monopoly of the Bank of England. 
On the 21st February, 1835, the Bank of St, Albans drew a bill 
for £25 upon the London and Westminster Bank, payable twenty- 
one days after date ; which, on the twenty-third, was presented 
for acceptance at the London and Westminster Bank, and was 
accepted in the following form — 

Acoopted, 

At 36, Throgmorton-st,, por procuratioa of 
the trustees of the Londou and Westminster Bank. 

W, GILBART, Manager. 


10. The Bank of England moved for an injunction to 
restrain the Bank from accepting bills in this form, and, the case 
having been argued, the Court of Common Pleas held that it was 
an infraction of the Bank Charter Act of 18:58, and the other Acts 
then in force respecting the Bank of England. Accordingly, the 
Master of the Bolls granted an injunction, restraining them from 
accepting bills at less than sis months’ date. The only result was, 
that the Bank paid the bills drawn upon it, without acceptance. 
The London and Westminster Bank being defeated in this man- 
ner, the London Joint Stock entered the lists against the Bank of 
England in another form. It agreed with a bank in Canada, that 
the latter might draw upon Mr. George Pollard, who might accept 
in Hs own name, and the London Bank agreed to find the funds 
to meet Mr. Pollard’s acceptances, and such transactions were to 
be matters of account between the two banks. Mr. Pollard was 
not a shareholder in the London Bank : but he was their manager, 
and the transaction was substantially an acceptance by the bank. 
The House of Lords, however, declared this ingenious device to 
be illegal, as it was merely doing indirectly what they were for- 
bidden to do directly. Thus ended the attempts of the London 
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Joint Stock Banks to free themselves from this monstrous 
oppression, from which they were not relieved till the Act of 1844 

11. It was always held at common law that a man could not 
sue himself. Consequently, if the same individual was member of 
two partnerships, they could not go to law against each other. 
The consequence of this was, that no partnership could sue one of 
its members, or vice versa, and if the same person had shares in 
two different banks, they could not have sued each other for any 
demands, or debts. The Statute 1838, c. 96, was passed to 
remedy this anomalous state of matters ; it enacted that a banking 
company might sue, or be sued, by any of its members, exactly as 
if they were separate individuals ; and by the Statute 1840, c. Ill, 
this was extended to criminal cases, so that if a member of such a 
banking partnership steals or embezzles any property belonging to 
it, of any description, or shall commit any offence against it, he 
may be indicted, and convicted exactly as if he were a stranger 

12 . It being unlawful for spiritual persons to engage in any 
trading concerns, and such partnerships of which any of its mem- 
bers were spiritual persons, being held to be void and illegal, it 
was suddenly found that most of the banking companies in Eng- 
land were illegal, and all their contracts void, because some of their 
shareholders were clergymen. The Act, Statute 1841, c. 14, was 
passed to remedy this, and declared that such partnerships should not 
be iUegal and void ; and that their contracts should not be illegal 
and void, although some of their shareholders were clergymen 

13. When the impediments to the formation of joint stock 
banks beyond sixty-five miles from London were removed in 1826, 
they were left perfectly free as to the provisions of their deeds of 
constitution, their nominal and their paid up capital, and all the 
details of management, nor were they obliged to publish any 
accounts. The public, consequently, were perfectly in the dark 
as to the magnitude and position of the bank, because they might 
advertise that their nominal capital was £1,000,000, divided into 
any number of shares. But no one had any means of knowing 
how many of the shares were taken and paid upon. Consequently, 
although the capital of the bank might be advertised in the 
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pa}>ers as £1,000,000, no one could tell whether it had bond, Jid$ 
£500 paid up 

14* The first few Joint stock banks having been apparently 
successful, naturally turned speculation into that channel. Num- 
bers of new banks were started in all parts of the country, and 
many private bankers, fearing that the competition would be too 
powerful for them, united and formed thcuiRelves into joint stock 
banks. The rapid growth of these establishments led to much 
mismanagement, and many disaster, as might have been c'xpected, 
and Committees of the IIouso of Commons were appointed to 
inquire into the subject in 1836-^7 and 1840-11 

16. The great abuses which wore revealed in the course of 
these inquiries determined Sir Eobert Peel, who was supposed to 
be the minister who, par excellence^ understood banking, to bring 
in a bih to regulate the future constitutions of these establish- 
ments. An Act, containing many elaborate provisions for this 
purpose, was accordingly passed, Statute 1844, c. 113. Fully ad- 
mitting the enormous evils which this Act was intended to remedy, 
we will only say that a more unfortunate specinum of legislation, 
or one more entirely unsuitable to the nature of the business it 
related to, has not emanated from Parliament in recent times ; 
and, being found to be an unmitigated nuisance, without any 
counterbalancing advantages, it was wholly repealed in 1857 

16. We have already said that Sir Eobert Peers Joint Stock 
Banking Act, Statute 1844, c. 113, was found to be wholly un- 
suitable for the purposes it was intended, and totally repealed. 
Tills was done by the Act, Statute 1857, c. 49. The principal 
provisions of the Act are as follows — 

I. Every Company formed under the Acts, Statute 1844, 
c, 118, or the Statute 1815, c. 75, were to register themselves 
before the 1st January, 1858, under the said Act^ under severe 
penalties 

II. Any Banking Company, consisting of seven or more per- 
sons, having a capital of a fixed amount, divided into shares also 
of a fixed amount, and legally carrying on the business of banking, 
before the passing of the Act, may register itself under this Act, 
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and then all provisions of any Act, letters patent, or deed of settle- 
ment, constituting or regulating the Company, as are incon- 
sistent with the Joint Stock Companies’ Acts, 1859, 1857, or with 
the said Act, are thereby repealed in regard to that Company 

III. The above Banking Acte were then repealed as to any 
future companies, and as to existing companies, as soon as they 
were registered under this Act 

IV. Seven, or more, persons might register themselves as a 
company, other than a limited company, under this Act, provided 
the shares into which the capital of the company is divided are not 
less than £100 each 

V. The numbers of partners permitted in a private bank is 
extended to ten 

17, The question of admitting the principle of limited 
liability into commercial partnerships in this country has long 
been debated with much acrimony. The old theory of the law 
was expressed by Lord Eldon, who said that a man who entered 
into a commercial partnership, rendered himself liable to his last 
shilling and his last acre ” for the debts of the company. And 
this, no doubt, was true, as far as regards ordinary private part- 
nerships. But many great companies had been formed and 
incorporated, in which the privilege of limited liability was 
specially conferred upon them. A principle may be good when 
applied to ordinary traders, who are supposed all to take an active 
part in the business, and to be each and all parties to every transac- 
tion. But in the case of great companies it is rather different. 
In them the great majority of the partners are specially debarred 
from all knowledge of the real nature of the transactions, which 
are expressly left in the hands of a small committee. ITow, as 
there are many great objects in commerce which can only be 
carried by means of a great company, and it was obviously 
desirable that they should be carried out, it has long been the 
practice in granting Acte to these companies to limt the liability 
of the shareholders. This was done in the case of the Bank of 
England itself; in railway and other companies, also, almost 
universally, in the charters granted to Oolonial banks. But for a 
very long time the application of this principle to private partner- 
ships in England was vehemently resisted. However, this resistance 
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was overcome in 1855, and in that year an Act was passed, Statute 
1855, c. 133, to permit the formation of joint slock companies 
with limited liability. However, althouj^h the princuple was 
conceded as to other companies, joint stock banks were still mc^st 
jealously excluded, on account of some unintclli^i^iblo (listin(‘tion 
between their trading and other trading. In the Joint Stock 
Banking Act, of 1857, this exclusion was still strictly maintained. 
But the ieiTiWe examples of the failures of joint stock hanks in 
1857, at last compelled the Legislature to yield, and, in 1858, an 
Act was passed to extend limited liability to banks 

The chief provisions of this Act, Htatuto 1858, c. 91, are-— 

I. So much of the hisb-mentioncd Statute of 1857 as prevented 
hanks being formed on the principle of limited liability was 
repealed 

II. All banks which issue promissory notes are subject to un- 
limited liability, as far as regards their notes, for which they arc 
to be liable, in addition to the sum for which they arc. to bo liable 
to the general creditors 

III. Every existing Banking Company may register itself 
under this Act, upon giving thirty days’ notice, to eacli and all of 
its customers. Any customer to whom it may fail to send notice 
retaining his full rights, as before 

IV. All companies formed, or registering themselves, under 
this Act, must, on the 1st Febnmry and 1st August, in each year, 
post up in a conspicuous place in its head office, and each branch, 
a statement of its liabilities and assets, made up in a form pre- 
scribed by the Act 

18 . When, in the course of less than thirty-five years, men 
had seen the whole of England shaken from end to end by those 
tremendous banking catasti’ophes, which seemed to be of periodical 
occurrence, they turned to the example of a country where, though 
there had been commercial difficulties, there never had been any 
banking disasters at all comparable to those of England. Many 
private hankers, it is true, had failed, but, except tlic Ayr Bank, 
up to 1826, no Joint Stock Bank in Scotland had failed. A very 
strong and general demand, therefore, arose for the Scotch system, 
many men thinking, that because the Scotch banks were joint 
stock banks, that, therefore, joint stock banking was all that was 
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requisite to attain security. When, therefore, the monopoly of 
the Bank was, to a certain extent, broken up in 1826, they ex- 
pected to enjoy similar prosperity and safety to what Scotland had 
done, and when, after an experience of fourteen years, they found 
that the joint stock banks were scarcely more secure, and equally 
ill-managed as the private banks, great and bitter disappointment 
ensued, and joint stock banking became a bye-word of reproach 
But, in truth, the causes of this are very evident. In Scotland 
the growth of banking has been extremely gradual. The first 
joint stock bank was founded in 1695, the second in 1727, the 
next in 1747, and, except a few country ones, no now one of any 
magnitude was founded till 1810. The consequence was that 
they gradually expanded with the increasing wealth of the country. 
They grew with its growth. Moreover, they correspondingly 
increased their capital. They acquired great experience, after 
committing many errors, which brought them to the brink of 
destruction. When the country required additional accommo- 
dation, it was done ohiefiy by throwing out branches from the 
parent establishments in the metropolis, so that they had all the 
experience and effective control of the superior officers. At present, 
there are but ten distinct establishments in the country, but 
these have 901 branches extending into every village in the king- 
dom, so that banking accommodation is ample and abundant. 
But ’these are all independent institutions, depending upon their 
own wealth and resources, and except, perhaps, in the case of a 
sudden run upon one of them, never seeking assistance from e^h 
other. To suppose that the English system of joint stock banking 
bore any similarity to this would be a most egregious fallacy, and 
it was this difference chiefly which led to those disastrous conse- 
quences which so completely falsified the expectations which were 
formed on the introduction of Joint Stock Banking into this 
country 


19, There are, in truth, laws of nature in the industrial 
world, "as well as in the moral and physical wcnld ; and a sys- 
tematic attempt to violate these terminates in disaster, as surely 
and as certainly as a systematic disregard of the laws of nature in 
the physical world. It may be a long time before the mischief is 
developed, nay, for a considerable time, the results may appear 
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to be beneficial, but, in the long run, the faulty principle is sure 
to produce its fruits — 

** Earo antecodentem scclestum, 

Doseruit pede poana claudo.** 

Now, the great law of nature in the industrial world is Free 
Trade. There is nothing more certain in all the range of 
science, than that exclusive privileges in commerce are great 
violations of natural right. Trading monopolies are moral crimes. 
When Parliament sold to the Bank of England the exclusive 
monopoly of banking, it sold what it had no right to 
sell. It had no more right to sell to one body of persons the 
right of carrying on the business of banking than it had to sell a 
monopoly of the business of bookselling, or leather dressing, or 
any other trade whatever. This monopoly was as unjust and as 
pernicious as any of those which the Commons of Elizabeth and 
James I. had rebelled against. For a considerable period every- 
thing seemed to go well. The Bank of England rendered un- 
questionable services to the State— so might any other trading 
corporation in its line— and any other corporation might have 
done the same, if they had been permitted. But, nevertheless, 
the principle of the monopoly was utterly vicious ; and Time, the 
Avenger, brought retribution at last. Injustice slumbers long, 
but it is sure to have its revenge at last. When, in the natural 
course of events, the commerce and wealth, and increasing spirit 
of enterprise, demanded an increased Currency, and, save for this 
monopoly, powerful and wealthy companies would have been 
formed in the metropolis, with ramifications all over the country, 
these unjustifiable privileges of the Bank prevented them. The 
Bank would neither supply this Currency itself, nor permit any 
other powerful company to do so. The consequence was that the 
duty of supplying the necessary Currency fell into the hands of 
any grocer, or tailor, or cheesemonger who chose to call himself 
a banker. Their power was unlimited. Then came 1793 ; then 
1797 ; then the long series of disasters from 1810 to 1816 ; and 
then 1825 

When these terrible lessons effected a breach in the monopoly 
of the Bank, it was only a partial one, a large portion still remained 
and exercised its deadly influence. When the new joint stock 
ha-nlfH were formed they were merely local banks, all as dependent 
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on the Bank of England as the private hanks had been. The 
Bank maintained its exclusive privileges within sixty-five miles 
of the metropolis ; and this was the inherent vice of the English 
system of joint stock banking. Instead of being independent 
banks, strong in their own resources, and able of their own 
strength to withstand a shock, they were carried on upon the 
most dangerous principle of rediscounting the bills they bought, 
as indeed they could not help doing ; thus their very existence 
depended upon the Bank of England and the London bill brokers 

20. To suppose that this in any way resembled the Scotch 
system would be a gross fallacy ; the English banks were for- 
bidden to have establishments in the metropolis, which, of all 
others, is the best feature of the Scotch system. We have already 
pointed out that capital has a tendency to accumulate in certain 
districts of the country, where there is not sufficient demand for 
it, and in others there is a greater demand for it than the district 
supplies. Now, in the English system, the bankers in the former 
part of the country remit money to London to be held in deposit 
for them, and in the latter the bankers remit their bills to be 
rediscounted, and have the money remitted. Now, this legitimate 
operation, which is all done by one establishment in Scotland, 
requires three distinct and independent establishments to do it 
in England, and has given rise to that system of rediscounting 
which is so perilous and so objectionable. But it is the natural 
result of the monojpoly of the BanK Because, if it had not been 
for that, these three establishments would all have been under one 
control and management ; under the present system they are three 
different and frequently conflicting interests 

And this great violation of natural justice manifested its evil 
consequences in many other striking ways. No man of common 
sense now disputes the great principles laid down by the Irish 
Committee of 1804, the Bullion Eeport of 1810, and the authors 
of the Act of 1819, that the Paper Currency must be governed 
by the Exchanges. But long after the directors of the Bank of 
England had learnt this principle, and professed to govern her 
issues by the exchanges, they complained loudly and justly that 
their efforts to contract their own issues in an adverse exchange 
were counteracted by the issues of the country banks, and that aa 
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soon as they withdrew their paper, the vacuum was immediately 
filled up by country issues. The reason is very manifest. The 
Bank of England, being situated at the heart of the exchanges, 
felt the danger, and saw the necessity of contracting her issues ; 
the country banks, being situated at a distance, knew and cared 
nothing about the exchanges; nay. they continually professed 
that their issues had nothing to do with the exclianges, and 
naturally, whenever they saw an opening, issued their paper 
Now, if it had not been for this iui(iuitous monopoly of the 
Bank, what would probably have been the condition of English 
Banking at the present day? There would have probably been 
thirty or forty great banks in the metropolis, each as great as 
the present Bank of England, with ramifications and branches 
all over the country. It would, in fact, have been the Scotch 
system on a much larger scale — one commensurate with the 
greater magnitude of the country. It would have been one 
great monetary nervous system. If this had been the case, they 
would have been acted upon immediately by the exchanges. 
London, being the centre of the exchanges, any drain of gold 
would have caused immediate measures of counteraction, which 
would have been propagated and enforced by the parent establish- 
ment all over the country. The tremor of the exchanges would 
have been instantly felt in every village in the kingdom. Thus, 
under a natural system, any effect in London would have vibrated 
through all England, and no country banks could possibly have 
acted in opposition to the ones in London. And this is the result 
to which the banking system of the country is slowly gravitating, 
and which it will ultimately assume. And if this, which is the 
natural system, had been allowed to grow up from the beginning, 
we believe that those great banking catastrophes never would have 
occurred. If any crisis had occurred, they would have stood by 
and assisted one another, but, when any shock did occur under 
the unfortunate system which has prevailed, the country banks 
have aU depended on the Bant of England for their very 
existence 


21, It is a melancholy reflection that these great changes 
cannot take place without producing much injury to private 
individuals. The very obnoxious law itself gave birth to the 
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business of a number of persons, wMch tbe removal of the 
shackles of monopoly must necessarily extinguish. In 1832, the 
banking witnesses felt that the establishment of joint stock banks 
would be fatal to the existence of many of the private bankers, 
and some went so far as to wish to prohibit them on that account. 
Since these years have passed, we have undergone a mighty 
revolution of opinion in commercial matters. The ideas of that 
age are now as antiquated and obsolete as those of the men before 
the flood. Then, the general public was supposed to be made for 
the benefit of each separate monopoly, and interest, and class. 
But now that is all changed. It was akin to the great Ricardian 
heresy, that cost of production regulates value. Every interest 
which had bestowed labour and expense in making productions, 
was allowed to hold the public in thraldom. The value of the 
law appeared to bo measured by the quantity of labour bestowed 
in mastering its intricacies and technicalities. Obstinate pedants 
maintained it gravely as a valid argument for upholding all the 
old abuses of the law, that great and eminent men had bestowed 
so much labour and unhappy diligence in accumulating so much 
legal lore. What, said they, is the fruit of so much ingenuity to 
be thrown away ? In fact, they determined upon loading the 
public with all sorts of oppression, for the sake of preserving a 
fictitious value to so much misdirected industry 

22 . But all these ideas are now past and gone. They were 
congenial to times when education was narrowed to a small and 
select circle, and the general public was in a state of helpless and 
inert ignorance. But they have all been swept away before the 
advancing tide of public intelligence. It is now well settled that 
the community in general is not made for the benefit of agri- 
culturists, or manufacturers, or lawyers, or bankers, or any set of 
men whatever, but they are for the benefit of the country. It is 
the wants of the community which must give rise to the value of 
their occupations ; and all who engage in them must regard them 
as purely commercial speculations. The wants and requirements 
of all are not to be restricted or moulded by legislation to be sub- 
servient to the advantages of a few, but the interest of particular 
classy must be subordinate to the necessities of all 
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23. We have carefiilly and purposely abstained thronghont 
this work from making any invidious comparison between the 
merits of private and joint stock banking. All we say is, let 
each of them have full and fair play, and let the public generally 
choose which they think most suitable for their purpose. Some 
will prefer one, and some the other. Each then will find its own 
level ; and the public wants will maintain in existence a sufficient 
supply of each. But it is impossible to be blind to facts. It is 
impossible not to see that the days of the private bankers, gene- 
rally, in England, are numbered. A few of the most eminent 
may long continue to fliourish ; houses "which are an honour to 
commerce, and present all the security and power of any joint 
stock bank. But it is impossible not to see that the force of 
nature is against them. The connections of the joint stock banks 
are so numerous, and ramified through all ranks of society, that 
inevitable decay awaits the great bulk of private banks. They 
will maintain their hereditary and long-established connections 
for some time to come, but most of the new business will go to 
the joint stock banks. Every case of failure and mismanagement 
of a private banker will tend to shako the credit of the majority 
of the remainder. But no failure of a joint stock bank can 
destroy the system, because, however much the shareholders may 
suffer, the customers and depositors will seldom suffer 

24. In the session of 1875 a circumstance occurred which 
brought out very clearly the chaos of absurdity which the banking 
laws of England present 

We have shewn that it has always been the cardinal principle 
of the Scotch Banks to hold very large reserves in London : and, 
as differences among them are settled by Drafts upon London, 
London is, in fact, the pivot upon which the system rests. A 
change in the mode of business of the Scotch merchants still 
further increased the London business of the Scotch Banks. 
Thirty years ago Scotch merchants very rarely accepted bills pay- 
able in London, or thought of having London accounts. But 
now it has become quite the exception for Scotch merchants of 
Glasgow, Dundee, and other great commercial cities, to accept a 
bill payable in Scotland. Their remittances from abroad come 
home in the shape of bills drawn upon London, and, of course, 
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payable there. Naturally, therefore, Scotch merchants domicile 
their own acceptances where their own resources are available. 
Scotch merchants, therefore, have now an absolute necessity for a 
London account, and if they cannot get this convenience from 
their own bank they must go to a London banker. The business 
of the Scotch banks with their London agents has become enor- 
mous. It was said that one Bank passed £60,000,000 a year 
through its London agency. The Scotch banks have found it 
necessary, in their own self defence, and to preserve their own 
custom, to turn their London agencies into branches. The Na- 
tional Bank of Scotland opened a branch in London in 1865, and 
the Bank of Scotland in 1872. The charter of the Eoyal Bank 
did not permit it to bank out of Scotland, but, in 1873, with the 
full consent of the Bank of England, and the English bankers, 
it obtained an Act of Parliament (36 and 37 Viet., c. ccxvii.) to 
enable it to open a branch in London, and to carry on banking 
there, except only issuing Notes. The bill was carried through 
Parliament by Mr. Goschen. This branch was opened in August, 
1874. These are the only Scotch Banks which had then opened 
branches in London. These branches were opened without 
evoking any open hostility from the English bankers. But, in 
1878, in consequence of the increasing connection between Glas- 
gow and Cumberland, the Clydesdale Bank opened three branches 
in Cumberland, at Carlisle, 'Whitehaven, and Workington 

This invasion of the English provinces by a Scotch Bank 
excited the vehement opposition of the English bankers, both 
private and joint stock, and in April, 1875, Mr. Goschen, the very 
gentleman who had taken charge of the bill of the Eoyal Bank 
in 1873, at their instance brought in a bill to extrude the Scotch 
> )nT^ks from England. The injustice of this proceeding was mani- 
fest, because it was directed solely against the Scotch banks, 
whereas the National Bank of Ireland has not only a Head Office, 
but also eight branches in different parts of London; but not a 
word was said against the Irish Banks 

Mr. Stephen Cave, on behalf of the Government, moved an 
amendment to the second reading of Mr. Goschen’s Bill, that “a 
Select Committee should be appointed to consider and report upon 
the restrictions imposed and privileges conferred by Law on 
bankers authorised to make and issue notes in England, Scotland, 
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and Ireland, respectively,” which was carried without a division, 
and Mr. Qoschon’s bill remains in suspension— in limbo— neither 
pressed nor withdrawn 

This Oomnnttee began its sittings on the 19th of April, ISTfi, 
and took evidence during 21 days, and reported the evidence taken 
to the House, but made no report on the evidence taken, and 
recommended its reappointment in the next session. But the 
Committee was never reappointed 

The primary object of the Committee was to ascertain the 
legality or the contrary of the establishment of the Scotch 
branches in London. It examined Mr. Fitzjames Stephen, Q.C., 
and Sir Henry Thring, O.B., I’arliamentary draughtsman to the 
Government, personally, as to the state of the Law ; and besides 
that they had the written opinions of Sir James Scarlett (Lord 
Abinger), Sir Edward Sugden (Lord St. Leonards), Mr. Eiohards, 
and Mr. Eoundell Palmer (Lord Selborne) 

TVe shall commence by stating the opinions of these sevi^ral 
Counsel on the point 

Mr. Stephen gave it as his opinion, among other points, Inat 
— “No j’oint stock bank which issues notes anywhere, except the 
joint stock banks in England and more than G5 miles from 
London, may carry on business in any part of England ” 

He considered that all “foreign banks whatever, including 
under the name ‘ foreign’ not only continental banks, but British 
banks out of England, that is, Scotch, Irish, and colonial banks, are 
forbidden by the various Acts of Parliament to establish them- 
selves in any part of England.” (Q. 206) 

He denied that the Bank of Amsterdam, for instance, could 
open a branch in London. (Q. 207.) 

Mr. Stephen admitted that he had never turned his attention 
to the subject before, and that he had merely been instructed to 
look at the matter on behalf of the English bankers some two 
days or a week previously ; and that he was somewhat biassed by 
the side on which he was called. He also said that he derived 
most of his information from the memorandum of Sir Henry 
Thring, to be mentioned immediately 

Sir Henry Thring differed so far from Mr. Stephen, that he 
thought the Scotch Banks might open branches in the provinces 
beyond the 65 miles limit, though he spoke somewhat doubtfully 
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(Q. 404, 40 G), But he agreed with Mr, Stephen that it is illegal 
to open branches in London or within the limit of 65 miles 

He also presented a memorandum to the Committee containing 
frequent references to the second edition of this work ; and stating 
certain general conclusions he had arrived at. Such being the 
circumstances of the case, the first question is whether it is or is 
not legal for Scotch Joint Stock Company banks of issue to 
establish branches in England. In answer to that question it is 
submitted that the prohibitions contained in the Acts of 1697 and 
1708, and repeated in 1800, are still in force, with the special 
modification introduced by the Act of 1826, and are perfectly 
general in their terms, and extend to Scotch banks of issue as well 
as to country banks of issue in England, and, consequently, that, 
with the exception of the Eoyal Bank of Scotland, which is em- 
powered by Act of Parliament to have a branch in London, all 
other branches belonging to Scotch banks of issue in London, or 
within 65 miles thereof, are illegal. On the other hand, there 
does not appear to be any legal prohibition against the Clydesdale 
Banking Company establishing their branches in Cumberland, 
being at a distance of more than 65 miles from London 

Sir Henry Thring then presented some suggestions as to the 
policy of expelling the Clydesdale Bank by law from Cumberland: 
into this consideration we shall not follow him, as, of course, every 
one is entitled to have his own opinion as to expediency and 
policy 

The Author of this work having been expressly selected by the 
Eoyal Commissioners for the Digest of the Law to declare the 
Law on all points respecting to Bank Notes, and, moreover, having 
been frequently referred to in the memorandum presented by Sir 
Henry Thring, and being perfectly satisfied that there was no 
foundation whatever for the doctrines laid down by Mr. Stephen 
and Sir Henry Thring, applied to the Chancellor of the Exchequer 
to be heard before the Committee, but the Chancellor refused to 
hear him. As the opinions given by these learned gentlemen 
were calculated to strike at such wide-spread interests, he wrote a 
letter to the Daily which appeared in that paper on the 

8th May, 1875, shewing that the opinions expressed by these 
gentlemen was quite destitute of any foundation 

There were also published, in the appendix, the opinions given 
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in 1833 by Sir James Scarlett, Sir Edward Sugden, and Mr. 
Griffiths, on the question whether Joint Stock Banks of Deposit 
could be established in London previously to the clause in the 
Bank Charter Act of 1883. All these three gentlemen held that 
they could not ; they maintained that the words of the monopoly 
clause of the Act of 1697, and subsequent Act, included Banks of 
Deposit as well as Banks of Issue. But the legal adviser of the 
Government, Sir John Campbell, held exactly the reverse : he 
held that the monopoly of the Bank of England was exclusively 
restricted to issuing notes, and that it was perfectly legal at Com- 
mon Law to establish Joint Stock Banks of Deposit ; and upon 
that opinion the Government of the day acted, and introduced 
the declaratory clause in the Bank Charter Act of 1833 

In 1855 the Clydesdale Bank took the opinion of Mr. Eoundell 
Palmer (now Lord Selbome) as to whether it was legal for them 
to open branches in London and other parts of England, and 
carry on banking business, except only issuing notes ; and Mr. 
Palmer gave it as his opinion that it was perfectly legal for them 
to do so. The opinion of Lord Selborne, therefore, exactly agreed 
with the opinion published by ns in the Daily Neivs of 8th May, 
1875 

We have already, in Chap, xiii., § 17, explained fully the strict 
law of the question ; and shewn that any Bank, in any part of the 
world, is perfectly entitled to open branches in London, or any 
part of England, so long as it does not issue notes in England, 
payable on demand, or at any less time than six mouths after 
demand 

Since then, all the Banks in Scotland, except only the local 
ones at Aberdeen and Inverness, have opened branches in London; 
and the question is now finally set at rest, and will never be 
mooted again 

26. In 1858, as we have seen, an Act was passed to enable 
Banks to adopt the pinnoiple of limited liability. Bat it was 
adopted in very few instances ; as Banks do not readily change 
their constitution ; and they thought that such a change would 
probably endanger their credit. But the catastrophe of the City 
of Glasgow Bank, in 1878, created such consternation among the 
sliareholders of banks that they made determined efforts to comiiel 
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their Directors to adopt the principle of limited liability. This 
was the case, especially in Scotland, where investment in Bank 
shares was recognised by the Law Courts as a legitimate invest- 
ment of trust funds. But the Trustees were personally liable for 
all calls and losses sustained by the banks, as well as to make good 
the losses to their clients 

To facilitate this the Act, Statute, 1879, c. 76, was passed, 
which enacts — 

I, That any unlimited Company may increase the nominal 
amount of its Capital by increasing the nominal amount of its 
shares 

Provided that no part of such increased Capital shall be 
capable of being called up except in the event of and for the 
purposes of the Company being wound up 

In cases where no such increase of nominal Capital is made, 
the Company may provide that a portion of its uncalled Capital 
shall not be capable of being called up, except in the event of and 
for the purposes of the Company being wound up 

IL A limited Company may declare that any portion of its 
still uncalled for Capital shall not be capable of being called up 
except in the event of and for the purpose of the Company being 
wound up 

III. All Banks are subject to unlimited liability with respect 
to their Notes in circulation 

The three senior chartered Banks were created Corporations 
before the Crown was empowered by Act of Parliament to create 
trading corporations with unlimited liability : therefore, they had 
always been limited Banks ; and did not require to avail them- 
selves of the Act of 1879 to become so. All the other Scotch 
Banks which were corporations with unlimited liability, without 
loss of time registered themselves as limited companies, under the 
provisions of the Act of 1879 : and almost all the Joint Stock 
Banks in England have done the same : and the result has been 
to shew that the fears which had been entertained that limited 
Banks would enjoy less credit than unlimited ones have been 
perfectly groundless 
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CHAPTEE XVIII 

ON THE BUSINESS OP BANKING- 

1, In modern practice a Banker may stand in four relations 
to lus customer — 

1. As the Purcliaser from him of specie or debts 

2. As his Agent, Trustee, or Bailee of his specie and 

■valuable socnritics : securities for money and convertible 

securities ; termed Banking Securities 

8. As the Pawnee of the same 

4. As his Warehouseman for plate, specie, jewels, deeds, 
&c., not being Banking Securities 

On iJie BeMim of a Banker to his Oustomer as the Purchaser 
from him of Specie, or Sjpecie and Debts 

2. The first of those cases is the ordinary one where a cus- 
tomer opens an account with a banker by paying in money to his 
account. The customer cedes the property in the money to the 
banker, and in exchange for it the banker writes down a Credit in 
his books to his customer’s account. This Credit is a Bight of 
action which the oustomer has to demand an 6<pi8l amount of 
money from the banker at any time he pleases. This Credit, or 
Eight of action, is, in modem banking language, termed a De- 
posit. It is also termed an Issue, from ex&us ; because by 
creating this Credit the banker has issued a Eight of action against 
himself. The transaction is, therefore, a sale — an exchange of 
Money for a Debt : and the banker and his oustomer stand to 
each other in the common law relation of Debtor and Creditor 
It is also part of the fundamental conteict between banker and 
customer that the customer may transfer his Debt, or Eight of 
action, to any one else ho pleases, and the transferee has the same 
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Right against the banker that his original creditor had. If the 
transferee is also a customer of the same banker, he may either 
demand the money ; or he may direct the banker to transfer the 
credit from the transferor’s account to his own : and this transfer 
of the Credit is in all respects equivalent to a payment in money 
It must be carefully observed that in such a case the banker is 
not in any way the Trustee of his customer’s money. He has 
absolutely bought the money, and may apply it exclusively to his 
own private benefit or purposes, in any way he pleases : and his 
customer has no legal ground of complaint against him. If, there- 
fore, the banker loses the money in unfortunate speculations, the 
customer is only entitled to receive a portion of the banker’s 
property, rateably with other creditors 

It is not unusual for persons to say that they have so much 
money” at their banker’s. This expression, however, is entirely 
erroneous. A customer has no ‘‘ money ” at his banker’s ; he has 
nothing but a Right of action to demand so much money 

But a Credit in a banker’s book is so universally considered as 
money,” that if a person makes his will bequeathing “ all his 
ready money,” all his debts,” aU his moneys,” the sum standing 
at his credit in his banker’s books has been held by numerous 
decisions in equity to pass under these designations 

The relation between banker and customer being strictly that 
of Debtor and Creditor, if a customer were to leave a balance in 
his banker’s hands for more than six years, without operating on 
it, the Statute of Limitations would take effect, and the banker 
might, if he chose, refuse to pay it 

Formerly there were three ways in which the creditor of a 
banker might transfer his Debt, or Eight of action to another 
person — 

1. He might give a verbal direction to the banker to pay or 
transfer the credit to some one else. This, as far as we can ascer- 
tain was the usual practice with the Greeks ; it was also sometimes 
done at Rome : and it appears also to have been sometimes done 
in the days of early English banking 

But in modern English practice these Credits, or Debts, are 
always transferred by means of written documents 

2. Either the banker gave the customer his own promissory 
notes, payable to bearer, which he might transfer to any one else 

DD 2 
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8. Or, the customer might write a Note to his hanker 
directing him to pay the money to some one else. Such a Note 
was formerly termed a Cash Note ; in modern commerce it is 
termed a Clieque 

It is obvious that these paper documents do not create any 
now liability : the liability was created when the banker first 
wrote down the Credit in his books : the paper documents are 
only made for the purpose of transferring a liability which has 
been previously created 

For various reasons which need not be stated here, the Legis- 
lature has doomed it against the public interest that bankers should 
be allowed to issue tlieir own Notes, By the Bank Charter Act 
of 1844, bankers who were then issuing their own notes were 
allowed to continue doing so to a certain limited amount. But no 
banker was allowed to begin to issue notes after the 6th of May, 
18 U : consequently, at the present day, except the small amount 
of bankers’ notes which still survive, Banking Credits can only bo 
transferred by means of Cheqnes 

The case we have been considering is the simplest between a 
banker and a customer, and is called a Drawing or a Current 
Account 

Some cclc])ratcd banks in Europe, such as those of Venice, 
Amsterdam, Hamburgh, Rotterdam, &c., never went any further 
than this. They simply bought specie from their customers, and, 
in exchange, gave them Credits for the amount in money of full 
weight. Thus they only exchanged Credit for Specie, and Specie 
for Credit. The Credit they created was exactly equal to the 
Specie they bought. It is evident that such banks could make no 
profits. These Credits were called Banh Momy 

The Post Office acts as a Bank in two ways— 

1. It receives deposits as a Savings’ Bank, and pays an interest 
for their use 

2, In exchange for money it grants Post Office Orders, payable 
at a particular Office, or Postal Orders, payable at any Office. 
This is genuine banking 

When ‘‘ banking ” was first introduced into England the usual 
rate of interest was 10 per cent., and bankers allowed their cus- 
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toiners 6 per cent, on their balances. But with the reduction of 
the usual rate of interest, chiefly produced by the increase of 
banking and the institution of the Bank of England, these halcyon 
days for customers soon passed away. And when the usual rate 
of interest was reduced to 3 per cent., it became impossible for 
bankers to allow interest on current accounts. Some Joint Stock 
Banks allow a small interest on the condition that the customer’s 
balance does not fall below a fixed limit for a certain period 

It had always been a fixed principle of the Banks in Scotland 
CO allow interest on daily balances : but this has just been 
abolished 

But bankers receive money placed with them for fixed periods, 
or only repayable after a certain notice, upon which they allow 
interest, and grant receipts. These documents are termed De^posit 
Receij)ts 

It is part of the fundamental contract between banker and 
customer that a customer can transfer his Bight of action on a 
current account to any one else he pleases : but Deposit Eeceipts 
are only given payable to the customer himself : and so by the 
common law these Deposit Eeceipts were not transferable so as to 
allow the transferee to sue the bank in his own name. But the 
transferee might always sue the banker in equity. By the Supreme 
Court of Judicature Act it is declared that wherever the rules of 
Equity conflict with those of the Common Law the rules of Equity 
shall prevail : consequently, a Deposit Eeceipt is now as transfer- 
able as a Bank Note or a Cheque : just as a Bill of Exchange no 
longer now requires the words “ or order ’’ to make it transferable 

A most important branch of banking consists in giving 
customers biUs or drafts on distant towns in the same country, or 
on foreign towns, called Bills of Exchange. This, as we have 
already said, was originated by the Eoman bankers. A “ foreign 
banker” is a banker who, in exchange for money, gives his 
customer bills upon foreign towns, payable at the exchange of 
the day 


3. Bankers who merely receive money on current accounts 
can, of course, make no profits by such customers. To make 
profits they require a different set of customer 
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It is tlie custom in trade to allow three months’ credit on 
all transactions. In fact, a three months’ bill is often designated 
in trade as “ ready money,” and for payment in real ready money 
a discount is allowed. But a three months’ bill is inconvenient 
for many purposes in trade: traders want real ready money. They 
accordingly go their banker and offer him this three months’ bill 
for sale. If the banker thinks the bill a good one he buys it from 
his customer ; that is, he buys the customer’s debt or right of 
action against another person 

But when he buys this debt ho does not do so with “ money” 
as is BO often supposed. Ho buys this debt exactly in the same 
way as he bought money from his former set of customers— with 
his own Credit. He writ® down to the credit of his customer 
the full amount of the bill; and at the same time he charg® to 
his debit the amount of profit agreed upon. And exactly as in 
the former case the Credit he creat® in his customer’s favour is 
termed a Deposit 

The profit agreed upon and subtracted from the amount of the 
bill is termed Discount : and to Discount a Bill means to buy a 
Eight of action which one person has against another 

When a banker discounts a Bill it is a complete Sale of the 
Debt. Ho buys all the Eights which his customer had against all 
the parties to it. He mak® his customer indorse it. The effect 
of this is, that his customer becom® security for the payment of 
the bill. The banker first demands payment from the acceptor, or 
principal debtor, and if he do® not pay it at maturity, he must 
within twenty-four hours give notice of the dishonour of the Bill 
to all the other parti® to it. If ho fails to do this, they are all 
discharged : but the acceptor still continu® liable 

Having thus bought the absolute Property in this Eight of 
action, the banker may, of course, sell it again to any one ho 
pleas® : this is termed re-discounting the bill ; and if he becomes 
bankrupt the bill becom® the property of his assigne® 

In the loose language in which Economic subjects are usually 
treated, it is commonly said that when a banker discounts a bill 
for a customer, he makes him a loan on the security of the bill. 
Tliis, however, is a complete misconception of tiie nature of the 
transaction. If the banker merely made a loan to his customer 
on the security of the bill, it would be the customer's duty to 
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repay the money at the time fixed : just as in all other loam it is 
the duty of the person receiving the money to repay it. But a 
hanker who discounts a hill never, in the first instance, demands 
payment from his own customer : he demands payment from the 
acc&ptor: and if the acceptor pays it duly, the customer never 
hears of, or sees, the hiU again. It is only in the event of non- 
payment by the acceptor that the hanker comes upon his own 
customer as security 

The transaction is in reality an exchange, or Sale of Debts : 
the hanker buys a Debt, payable at a future time, by creating a 
Debt in his customer’s favour, payable on demand. This Debt is 
termed a Deposit : hence a banker does not make an advance out 
of his Deposits, as is so often alleged ; but he makes an advance 
by creating a Deposit 

But a banker does, also, often make a Doan to his customer. 
If a customer wants an advance, the banker discounts his cus- 
tomer’s Promissory Note ; either with or without other parties as 
joint securities. He docs this in exactly the same way as he dis- 
counted a BiU. He buys the Promissory Note from his customer, 
and in exchange for it he creates a Credit in his favour in his 
hooks, which is termed a Deposit. In this case the customer 
is the principal debtor ; and is bound to repay the Loan, and the 
other parties are only called upon in the event of the customer 
failing to do so 

In creating, however, these Credits, or Deposits, the banker 
must always have strict regard to the quantity of specie he pos- 
sesses : so as to meet all demands for payment at once : if his 
specie gets too low, from an unusual demand, he must sell, or 
re-discount, some of his securities, and so provide a fresh supply 
of cash 

All ‘‘banking” profits are made exclusively by means of 
creating these Credits, or Deposits : and, of course, the more 
Deposits he can create, the greater will be the amount of his 
profits. We have already, in chapter vi., § 9, explained the dif- 
ferent methods by which these Credits can be utilised without 
demanding payment in money 
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These banking Credits are, for all practical purposes, the same 
as Money. They cannot, of course, be exported like money ; but 
>r all internal purposes they produce identically the same effects 
as an ajual amount of money. They are, in fact. Capital 
created out of Nothing 

What the amount of Banking Credits may be in England we 
have no means of knowing : for many banks in England publish 
no accounts. But in Scotland we have a complete account of 
banking statistics : and, by the official returns, it appears that m 
1884 there were, in Scotland, £108,582,4.18 of Banking Credits 
maintained on a basis of £4,220,258 in cash : which was, for all 
practical purposes, an augmentation of £104,356,160 to the mone- 
tary resources of the country. It is usually estimated that the 
commerce of Scotland is about one-tenth part of the commerce of 
the whole kingdom. We may, therefore, estimate roughly that 
the total amount of Banking Credits in this country exceeds 
£1,000,000,000 

4 . Thus the student must carefully observe that in the tech- 
nical language of commerce a “ hanker ’’ is a trader who issues 
his own Credit, in various forms, for Money and Debts. This 
species of business, no doubt, originated with the money changers: 
hut yet money changing is not “ banking.” NTor are ‘‘ bankers ” 
money lenders : in aU cases whatever they issue nothing hut their 
awn Credit, which, however, is exchangeable for money. Ex- 
change operations consist in dealing m specie and bills : dealings 
in bills are termed “Banking” operations. Mr. NTorman even 
called drawing an ordinary bill a “ banking expedient ” 

On the Relation of a Banlcer to his Customer^ as his Agent, or 

Trustee, or Bailee of Specie, and Banking Securities 

6* Besides, however, the simplest and most ordinary relation 
between bankers and their customers, as exchangers of Money and 
Debts, bankers do undertake trusts, and enter into fiduciary 
relations with their customers. They receive sums of money, 
which are specifically directed by their customers to be appro- 
priated to some special purpose, as well as securities, and other 
valuable property, such as Stock, Shares, &o., to receive the 
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dividends, &c., on belialf of their customers ; they receive Bills 
of Exchange on hehalf of their customers, and collect them for 
their customers, in exactly the same manner as they do for them- 
selves, and are answerable to them for any loss incurred through 
any negligence in not complying with the known usages of com- 
merce, BiUs of Exchange, Stock, Shares, Exchequer Bills, &c,, 
are called Banking Securities 

In such cases as this, the property in these valuable securities 
does not pass to the banker ; he is the mere Agent, Trustee, 
or Bailee of his customer, and he has to obey his specific 
instructions in each case, and if he appropriated them to his own 
use, it would be criminal. Moreover, in the event of his bank- 
ruptcy, the property in such things would, manifestly, not pass to 
his assignees 

The temptation to a banker to use, for his own benefit, the 
valuable securities entrusted to his care, is so great in times of 
commercial pressure, that it has been enacted, by the Larceny 
Act, 24 & 25 Viet. (1861), c. 96, s. 75— ‘‘As to frauds by Agents, 
Bankers, or Factors.— 75. Whosoever having been entrusted, 
either solely or jointly with any other person, as a Banker, Mer- 
chant, Broker, Attorney, or other Agent, with any Money, or 
Security for the payment of Money, with any direction in writing 
to apply, pay, or deliver such Money or Security, or any part 
thereof respectively, or the proceeds, or any part of the proceeds of 
such Security, for any purpose, or to any person specified in such 
direction, shall, in violation of good faith, and contrary to the 
terms of such direction, in any wise convert to his own use or 
benefit, or the use or benefit of any person other than the person 
by whom he shall have been so entrusted, such Money, Security, 
or Proceeds, or any part thereof respectively : and whosoever 
having been entrusted, either solely or jointly with any other 
person, as a Banker, Merchant, Broker, Attorney, or other Agent, 
with any Chattel or valuable Security, or any Power of Attorney 
for the sale or transfer of any share or interest in any Public 
Stock or Fund, whether of the United Kingdom, or any part 
thereof, or of any Foreign State, or in any Stock or Fund of any 
Body Corporate, Company, or Society, for safe custody, or for any 
si)ecial purpose, without any authority to sell, negotiate, transfer, 
or pledge, shall, in violation of good faith, and contrary to the 
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object or purpose for wMcIi such. Chattel, Security, or Power of 
Attoruey shall have been entrusted to him, sell, negotiate, transfer, 
pledge, or in any manner convert to his own use or benejS.t, or the 
use or benefit of any person other than the person by whom he 
should have been so entrusted, such Chattel or Security, or the 
proceeds of the same, or any part thereof, or the share or interest 
in the Stock or Fund to which such Power of Attorney shall 
relate, or any part thereof, shall be guilty of a misdemeanour, and, 
being convicted thereof, shall be liable at the discretion of the 
Court to be kept in penal servitude for any term not exceeding 
seven years, and not less than three years, or to be imprisoned for 
any term not exceeding two years, with or without hard labour, 
and with or without solitary confinement ” 

On the Relation of the Banker to his Oustovmr as Pawnee 
of Banking Securities 

6. In the first of the relations between the banker and his 
customer above described, the banker was the absolute purchaser 
of the Money and Securities of his customer, so that he might do 
what he pleased with them ; in the second he was merely his 
customer’s agent, and it is highly penal for him to appropriate to 
his own use any of his customer’s securities. A relation inter- 
mediate between these two frequently exists, in which securities 
are deposited by a customer with his banker ; the absolute property 
in them remains with the customer : but he obtains a loan or 
advance of money ftom his banker on their security, which, when 
he pays ofiT, the full property and possession of his securities 
reverts to himself. The hanker thus becomes the Pawnee of 
his customer’s securities, and while he is so, he acquires certain 
Rights over them, though not exactly a Property in them, and it 
is out of such cases as these that the most difficult and abstruse 
questions between bankers and their customers arise 

It has always been the custom that if a banker makes an 
advance, or a loan, to a customer, on the security of bills, &c., 
deposited with him, he has the right to re-pledge or sell so much 
of these securities as is necessary to satisfy his own claim. And 
this custom is expressly sanctioned in the last recited clause, which 
says that nothing in the clause shall restrain any banker “ from 
selling, transferring, or otherwise disposing of, any Securities or 
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Effects in his possession, upon which he shall have any Lien, 
Claim, or Demand, entitling him by law so to do, nnless such 
Sale, Transfer, or other Disposal shall extend to a greater number 
or part of such Securities or Effects than shall be requisite for 
satisfying such Lien, Claim, or Demand ” 

This principle has always been held to apply when a banker 
makes a loan on the pledge of these securities. It is also held to 
apply where a customer, having an ordinary account with his 
banker, has overdrawn it and become indebted to him : the 
banker has the right to retain all lanking securities deposited 
with him by his customers until his debt is paid off 

7, Questions of great nicety frequently occur between bankers 
and their customers, and, in the event of the bankruptcy of either 
or both of them, their assignees, respecting the property in bills 
placed by customers in the hands of their bankers for various 
purposes 

It is a very common practice for customers to place in the 
hands of their bankers the bills they receive for the purpose of 
collection 

This is very convenient for the customer. By placing these 
bills in the hands of his banker he frees himself from all anxiety 
and trouble regarding their safe custody or preservation for pay- 
ment. The banker is bound, as his customer’s agent, to present 
them for payment, and carry them to his customer’s credit as soon 
as they arc paid. And if he fails to do so, and any loss occurs 
through his neglect of the usages of trade, he is hable to his 
customer 

For the sake of convenience it is usual to note down the 
amount of such bills on the proper day, in the customer’s account, 
in a column “ short of ” or before the column for cash. Hence 
those biUs are said to be “ entered short,” and the banker is said 
to hold such bills “ short ” 

This entry is a mere memorandum to remind the banker that 
he has such bills to collect for his customer on a certain day. 
The sum is in no way placed to his customer’s credit : and the 
bills so “ held short ” are the exclusive property of the customer, 
which he is entitled to demand back at any time previous to his 
bankruptcy 
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Blit in the case of the customer’s bankruptcy the banker must 
not deliver up his “ short bills ” to him, as all his propei-ty has 
vested in his creditors 

As “ short bills ” are merely intrusted to the banker for the 
purpose of collection, if he appropriated them to his own use, by 
selling or pledging them, he would be indictable under the Larceny 
Act, 24 & 25 Viet. (18G1), c. 96, s. 76 

The coume of dealing between bankers and their customers in 
such cases often creates perplexity 

The point to be ascertained is, whether at the time of the 
bankruptcy the relation between the banker and his customer was 
that of Principal and Agent, or that of Debtor and Creditor. 
That is, whether the property in the bills can be ascertained to 
have passed from the customer to his banker 

In some country banks it is the custom to enter the amount of 
such bills in the cash column, and to permit the customer to draw 
against the amount. But this is a matter of comity, and does not 
transfer the property in the bills to the banker. They are only 
held as collateral security against the advance, and are not dis- 
cuiinied. The customer, or his assignees, are entitled to demand 
back the lulls, in sjpecie, if the account shows a credit balance 
without them 

Giles T. PerMiiSf 9 East, 12. Ex •pante Dumas, 1 Atk., 233, 
2 Yes., sen., 682. Ex parte Oursell, Amb., 297. Thompson v Giles, 
2 B. & 0., 422, Ex parte Sargeant, 1 Bose, 163. Jomhart v, 
Woollett, 2 My. St Cr., 389. Ex parte Bond, 1 M. D, (& De G., 10. 
Ex parte Armitstead, 2 Gl. & J., 371. Ex pai te Bowton, 17 Yes,, 
420. Ex parte Smith, Buck., 866. Ex pat te Frere, Mont. & Mac., 
203. Ex parte Boilers, 18 Yes., 229. Ex parte Pease, 19 Yes., 26. 
Ex parte Twogood, 19 Yes , 227. Ex parte Edwards, 2 M. D. & De 
G., 025. Zinch v. Walker, 2 W. Bla., 1164. Parke v, Ehason, 1 
East, 644 

But if the course of dealing shews that the customer intended 
tte banker to consider and deal with the bills as bis own property, 
they wiU not be recoverable 

Ex parte Oursell, Amb., 297. Bent v. Puller, 6 T. R., 494. Tooke 
V. EoUingworth, 5 T. B., 218. Bolton y. Puller, 1 B. P., 639 

Tlie bills cannot be hold to have become the property of tho 
banker unless tho customer has an immediate Eight of action 
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against liiin for the full amount, less the discount ; and the banker 
has acquired a Eight of action against all the parties to the bill 

On the relation of a BanTcer to his Customer as "WareliouSG- 
man of Ms Plate, Jewels, Sjpecie, Deeds, Securities, &c, 

8 . Besides receiving money and securities from their cus' 
tomers in the way of banking business, bankers also receive from 
tlieir customers chests of plate, jewels, specie, deeds, securities, 
<S:c., as mere Deposits, for the sake of safe custody in their 
strong rooms. In this capacity they act simply as Warehouse- 
men for their customers, and no property of any description 
passes to them in the goods deposited 

The banker makes no charge for such a deposit, he is, there- 
fore, a gratuitous Bailee : and he is not liable for any loss that 
may occur by the dishonesty of a clerk or servant, provided that 
he was not aware of his servant’s dishonesty, and that he exercises 
that degree of care and diligence which men of prudence would 
do in their own affairs 

miin V. MoMuUen, L. B., 2 P. 0., 817; 38 L. J., P, 0., 25 
A banker misappropriating any such deposits to his own use 
would be indictable under the Larceny Act, 24 & 25 Vict. (1861), 
p 96, s. 75 


On the Appropriation of Payments 

9, 1. If a debtor owes several debts to a creditor he may 
appropriate or impute any payment he makes to whichever of the 
debts he pleases, if he declares his intention at the time of making 
the payment {a) 

And such an appropriation may be implied from circumstances, 
even though not expressly declared {h) 

(а) Anm. Cro. Eliz., 68. PinneVs case^ 5 Co., 117b. Peters v. 
AndersoTi} 5 Taunt., 596. JSrldLcolin v. Scotty 6 Haxe, 670- Sm/ith v. 
Smith, 9 Beav., 80. Waugh v. Wren, 11 W. B., 244. Ex pevrte 
Eafael del Bar, 1 De G. & J., 152 

(б) Shaw V. Picton, 4 B. & 0., 715. Young v. English, 7 Beav. 
10. Stoveld V. Eade, 4 Bing., 154. Waters v. Tompkins, 2 0. M. 
& E., 723. Knight v. Bowyer, 4 Be G & J., 619. Pearl v Beacon, 
24 Beav., 186. Marryats v. White, 2 Stark, 101. Newmarch v. 



THBORy AND PRACTICE OP BANKING 


414 

Clay, 14 East., 239. Taylor v. Kxjmer, 3 B. & Ad., 320. Wright 
V. llicUing, L. E., 2 0. P., 199. Nash v. Jlodgson, 6 Be G. M. 

G., 474. Ilenniher v. Wigg, 4 Q. B., 792. Williamson v. Mawlin* 
son, 10 J. B., Moore, 362. Pease v. Hirst, 10 B. &. 0., 122. 
Wickham v. Wickham, 2 K. & J., 478 
2. If tlio debtor makes no appropriation at tlie time of the 
payment, the creditor may appropriate it to whichever debt he 
pleases (&) 

The appropriation is not complete until he has notified it to 
Ills debtor, but when it is once notified he cannot revoke it (c) 

The creditor cannot appropriate the payment to an illegal 
debt (d) 

But he may do so to one upon which the remedy only is 
barred by a Statute, or by a legal technicality (e) 

If one debt be certain, and another doubtful or uncertain, 
he muBt appropriate it to the certain debt (/) 

(a) Goddard i?. Cox, 2 Stra., 1194. Bloss v. Cutting, 2 Stra., 
1194. Kail V, Wood, 14 East., 243n. Kirby v. Puke of MarU 
borough, 2 M. <& S., 18. Kutchimon v. Bell, 1 Taunt., 668. Pamon 
V. Bemnant, 6 Esp., N. P. 0., 24. Peters v. Anderson, 5 Taunt., 

696. Crigg v. Cocks, 4 Sim., 438. Bosanquet v. Wray, 6 Taunt 

697. Nash v. Hodgson, 6 Be G. M. & G., 474 

(h) Philyott V. Jones, 2 A. <&? E., 41. Simson v. Ingham, 2 B. & 
O. 65. Williams v. Griffith, 5 M. c2 W., 300. Nash v. Hodgson, 6, 
Bo G, M. & G., 474 

(c) Fraser v. Birch, 3 Knapp., 380. Bodenham v. Purchas, 2 B. 
ds Aid., 39. Boyal Bank of Scotland v. Christie, 8 0. <fc P., 214. 
Wickham v. Wickham, 2 K. & J., 478 

(d) Wnght v. Laing, 3 B. 0,, 165. Ex parte Bandleson, 2 Bea. 
& Oh., 634. Bihbans v. Crichett, 1 B. &. P., 264 

(e) Mills v. Fawkes, 6 Bing., N. 0., 455. Philpott v. Jones, 2 A. 
ds B., 41. Cmikshanks v. Bose, 1 Moo. & R. 100. Arnold v. 
Mayor of Poole, 4 M. <& G., 860. Lamprell v. BiUericay Union, 3 
Exoh., 283. 

{/) Goddard v. Hodges, 1 0. & M.,'38. Btww v. Boulton, 2 0. B., 
476. Goddard v. Co®, 2 Str., 1194. James v. 2 Or. & Jer., 678 
8. If neither the debtor nor the creditor appropriates the pay- 
ment, and none can he presumed from circumstances, the Law wiU 
appropriate it to the discharge of the earlier debts 

Clayton^s case, 1 Her., 608. Bodenham v. Purchas, 2 B. & Aid., 
39. Field v. Carr, 5 Bing., 13. Pemberton v. Oakes, 4 Russ., 154. 
Simson v. Ingham, 2 B. & 0., 65. Brooke v. Bnderby, 2 B. <fe B., 
70. SterndaU v. Hankinson, 1 Sim., 393. Smith v. Wigley, 3 Mo. 
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6 Sc., 174. Beale v. Caddick^ 2 H. & N., 326. JSollond v. Teed, 

7 Hare, 50. Siehel v. Spnntjjield, 12 W. B. Q. B., 73. Be Medewe'e 
trubt, 26 Beav., 688. Memnian v. Ward, IJ. & H,, 371. Scott v* 
Beale, 6 Jur., N S., 559 

4. An executor cannot alter a previous appropriation of pay- 
ments so as to revive a liability on the estate which has already 
been extinguished 

Merriman v. Ward, 1 J. H., 371 

5. If a customer pays in money to his bankers, specifically 
appropriated to certain purposes, the banker must appropriate it 
to those purposes only, and to no other 

Olia/rtered Bank of Indta, Auttraha, and China v. Evam, 21, 
L. T., N. a, 407. JSm V. Smith, 12 M. & W., 618 

Banicers as Agents or Correspondents of other Bankers 

10. 1. Bankers not only have their own customers, but they 
act as agents and correspondents of other bankers. They are, 
therefore, the agents of an agent 

A customer frequently requires his banker to perform some 
duty for him which can only be done by his employing another 
banker at a distance; and even, sometimes, that agent employing 
another agent. In these successive agencies losses may happen 
quite innocently in the course of trade. In all such cases the 
banker originally employed is liable to his customer, because it 
was he who chose the agent who made the loss : or who chose the 
agent who chose the agent who made the loss. Therefore, the 
first banker must bear the loss as regards his customer, and then 
have recourse against his own agent 

Lord North's case. Dyer, 161. Matthews v. Hay don, ^2 Esp., N. 
P. 0., 509. Machersy v. Bamsays, 9 01. cfc Fm., 818 
2. If a customer pays in a sum of money to his own bankers, 
with directions to him to remit it to another banker, and the first 
banker fails before he has done so, the property in it remains with 
the customer 

Farley v. Turner, 26 L. J. Chanc., 710 


The Bankruptcy of a Customer : Set-off ani 
Mutual Credit 

11. 1. Directly a customer is bankrupt he is commercially dead 
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and he has lost all power to deal with his property, which is gone 
to his creditors 

Consequeutly, a banker may rerm*e money on a bankrupt 
customer’s account, because he does so as trustee for the creditors ; 
but he must not pay away any money to his customer’s order aft('r 
notice of his bankruptcy, and if ho does so, ho will have to refund 
it to the creditors, and he will not be allowed to prove for it under 
the fiat 

Vernon v. linnlcnji 2 T. B., 113 

2. Where a bank, by special agreement with a customer, 
retained a sum of money as security for bills discounted, and the 
customer afterwards becomes bankrupt, it was hold entitled to 
retain this sum against the assignees 

The CTiartered, Bank of India, Amtralia, and China v. Evans, 21 
li. T., N. S., 407 

S. On the bankruptcy of a customer, each bill of his under 
discount is to be treated as a separate debt, and the bank cannot 
recover the full amount of the bill from the other parties, and 
receive the dividend upon it from the bankrupt’s estate as well 

Ex parte IXornhy, Do G., 69. Ex parte Bolmes, 4 Doao., 82. Ex 
parte Brook, 2 Eoso, 331 

4. A banker, knowing that his customer had committed an 
act of bankruptcy, took from a surety, who did not know of this 
act of bankruptcy, a guaranty to secure all de])ts then, or to 
become, due from the customer to a given amount ; which tho 
surety paid without specifying which portion of the debt it should 
be applied to. Held that it was to be applied to the portion 
proveable under the fiat, and not that which was not provcable 

Ex parte Sharp, 3 M. D. & Do G., 490 

5. A creditor generally may apply any security ho holds to 
discharge whichever debt of the bankrupt debtor ho pleases 

Ex parte Haioard: ex parte Arldcy, Cooko’s Bank. Laws, 147, 148. 
Ex parte Hunter, 6 Yos., 94. Ex parte Johnson, 3 De G. M. Ss 
G., 218 

6. The holder of a bill of exchange has no Lien on any securi- 
ties given by the drawer to the acceptor to protect his acceptance, 
so long as the parties are solvent : but if they fail, the holder has 
then a Lien on these securities to discharge the bill 

7. But this doctrine does not apply when the drawee has not 
accepted the bills (a) ; nor in any case where the creditor has not 
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double rights against both firms (2>) ; nor when either the drawer 
or acceptor is a Joint Stock Company, which has been ordered 
to be wound up, unless it can be shewn that the Company is 
insolvent {c) 

(a) Eso parte Waring, 19 Ves., B4;$ 

(&) Vaughan v. Halliday, L. E., 9 Ch. Ap,, 661 
(c) JExchie <& Co:e case, L. B., 4 Eg., 226 

8. Set-off and Mutual Credit By the common law of England 
if two persons were mutually indebted, and one brought an action 
against the other for payment of his debt, the other could not 
plead that the first was also indebted to him ; he was obliged to 
pay his debt first ; and then, if he chose, he might bring an 
action to recover payment of his own debt 

The Courts of Equity, however, adopting the Law of the 
Pandects of Justinian, recognised the principle that when two 
parties were mutually indebted, the debt of one should be set-off, 
or subtracted from the other, and the balance only should be pay- 
able. The want of this practice in law was found, as commerce 
increased, to be productive of great injustice in the case of bank- 
rupts. Persons who owed debts to bankrupts were obliged to pay 
their debts in full, and then they received only a dividend on 
what the bankrupt owed them 

The principle of set-off was allowed in the case of bankrupts, 
by Statute 4 Anne, c. 17, and afterwards in the Insolvent Debtors' 
Act 

At last two general Statutes were passed, 2 Geo. II., c. 22, 
8. 18, and 8 Geo. II., c. 24, s. 1, called the Statutes of Set-off, 
which gave a general right of set-off, or Compensation, in the 
case of mutual debts : that is, in the case of ascertained money 
demands 

But, under these Statutes, the respective claims must be 
existing legal debts: hence, a debt could not be set-off against 
damages sought to be recovered in an action : as, if a banker had 
damaged his customer’s credit by his conduct, a debt owed to him 
by his customer could not be set-off against it. Kor can a debt 
barred by the Statute of Limitations be set-off against an existing 
one. Nor by these Statutes could a debt, only to arise at a future 
time, as on a bill or note not yet due, be set-off against an existing 
debt 
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The debts, therefore, must be due aud payable at the time of 
the actiou, and also at the trial 

Bratt}waite v. Coleman^ 4 N. & M., 654. Hutchinson v. Bcid^ 
6 Camp,, 320. Byton v. LittledaU, 7 3D. <& L., 66 

9. The debts, also, must be strictly mutual : hence, if a firm sue 
for a partnership debt, a debt due from some members of the firm 
could not be a set-off. If a firm be sued, they could not set-off 
debts due to some of them. One partner, howeyer, may settle a 
debt duo to the partnership by setting-off against it a debt due 
from himself 

The Statutes only permit set-off in the case of mutually existing 
legal debts. But the Bankruptcy Act goes further ; it allows the 
set-off of mutual credit, as well as of mutual debts; and mutual 
credit is more extensive than mutual debt 

There is mutual credit, though one of the claims constituting 
it is not yet due, as in the case of a bond, bill, or note, payable at 
a future time 

Tlius, if a banker is indorsee of a bill of a bankrupt acceptor 
or indorser, and the acceptor or indorsor holds an equivalent 
amount of the banker’s notes payable on demand, there is a mutual 
credit, aud the banker may set-off one against the other 

A Bill, accepted for the bankrupt’s accommodation, is within 
the mutual credit clause, and may, under the Bankrupt Acts, bo 
set-off against a demand by the assignees for money had and 
received to their use after the bankruptcy 

If a banker, however, commits a breach of trust, as, if he 
receives bills or notes, with orders to apply their proceeds to a par- 
ticular purpose, and, instead of doing so, converts them to his own 
use, he could not plead set-off 

10. Mutual credit and a Lien do not destroy each other 

Clark y. Fell, 4 B. <9^ Ad., 404. Ex parte Barnett, L. B., 9 Ohano. 
Ap. 293 

11. Under the Bankrupt Act a set-off is available in all 
actions, whether for debt or damages 

Under the term mutml credit — ^the credit need not necessarily 
be given in money. Thus, if goods bo deposited with the authority 
to convert them into money, that may he pleaded as set-off. Tims 
the mutual credit must be such as was intended to terminate in a 
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debt. This is manifestly the same principle as applies to bills and 
notes not yet due 

Mutual credit, however, must actually exist at the time between 
the bankrupt ; therefore, when the defendant promised to indorse 
a bill to the bankrupt, in consideration of his acceptance, it was 
held not to be mutual credit 

12. A creditor borrows money from his debtor tinder an 
express promise to repay. He may, nevertheless, plead set-off of 
his original debt 

Lechmere y. Hawkins^ 2 Esp., B. 6. Taylor v. Okey^ 13 Yes., 180. 

See also Cavendish v. Greaves^ 24 Beav., 163 

18. Right of set-off, under the Statute, only exists where the 
debts are enforceable by action 

Bawley y. Eawley, 1 Q. B. D., 460 

On Banking Investments 

12. Though a banker is bound, theoretically, to repay every 
one of his customers instantly on demand, yet, as no man whatever 
would spend aU his money if it were in his own possession, but 
would keep a store of it, and spend it gradually, so, when he keeps 
it at his banker’s, he will not be likely to require it all at once, 
but will keep a store of it there, just as he would have done if he 
had kept it at home ; and the banker is able to trade with it in a 
variety of ways, if he takes care to keep by him sufficient to meet 
any demand his customers are likely to make on him. The 
different methods in which a banker trades with the money left 
with him by his customers, depend very much on the class of his 
customers, and their occupations, and the general business of the 
locality he lives in. He must adapt his business in such a way as 
may be most suitable for the class of customers he has to deal 
with ; so that he may never fail, for an instant, to meet any 
demand. If his customers are chiefly country gentlemen, whose 
rents are remitted regularly, and who draw them only for family 
expenditure, he may calculate pretty accurately on the demand 
likely to be made on him, and he may lend out his funds on more 
distant securities than are proper in other cases. Such are chiefly 
country bankers in agricultural districts, and those at the West 
End of London 
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Bull when a banker does business in a trading community, who 
arc in constiint w^ant of their money, and whose demands are much 
more frequent and unexpected, he must adopt a very diiferent line 
of business. He must then have his funds within reach at a very 
'’hort notice, and he ought to have them invested in such property 
as he can re-sell on a very short notice, to meet any unexpected 
'pressure upon him. The business of such a banker will chiefly 
( >i:sist in discounting bills of exchange, and is of a distinct natine 
from that of lending money on mortgage 

We must now consider the various methods in which hankers 
trade. They are— 1st, by discounting bills of exchange ; 2ndly, 
by advancing to their customers, on their own promissory notes, 
with or without collateral security; Srdly, by moans of cash 
credits, or, as they are sometimes called, overdrawn accounts ; 
4thly, by lending money on mortgage; 5thly, by purchasing 
public securities, such as stock or Exchequer bills 

On Discounting Bills of Exchange 

13. In Chap. IV., sect. 3, we have fully explained the nature 
and origin of bills of exchange — ^in the present Chapter we have 
only to make some practical observations on the subject 

If an abundant supply of perfectly good bills of exchange were 
always to be had, they are, no doubt, the most eligible of hanking 
investments, for their date is fixed, and the hanker always knows 
the precise day when his money will come back to Mm. He 
charges the profit at the time of the advance, and he gains it, 
whether the customer draws out the money or not ; and, in a 
large hank, it must often happen that drawers, acceptors, and 
payees are all customers of the same hank, so that when the 
drawer has Ms account credited with the proceeds of the hiU, and 
draws out the money, so far as he is concerned, in many cases it 
must often happen that the cheque finds its way to some one who 
is a customer to the same bank, and, therefore, the bank has 
reaped a profit on creating a credit, which is simply transferred 
from one account to another. And the same results take place 
much more frequently by means of the system of clearing, ex- 
plained in the next Section, by which all the banks that join in 
it, are, in fact, but one great banking institution. If it should 
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happen that a customer of one of the great hanks draws a cheque 
in favour of the customer of another, the chances are that some 
customer of the other hank has done precisely the same in favour 
of a customer of the first hank, and these claims are settled hy 
means of the Clearing House, by being set off one against the 
other, without any demand whatever for coin. The more perfect, 
of course, the clearing system, the less coin will be required. 
Consequently, the greater part of hanking profits are now made 
simply hy creating credits, and these credits are paid, not in cash, 
but in exchanging them for other credits 

When a banker discounts a hill for a customer he buys it, or 
purchases it, out and out from him, and acquires aU his customer’s 
rights in it, that is, of bringing an action against all the parties 
to it, and also of re-sehing it again if he pleases, or re-discounting 
it, and this is one of the great advantages of discounting bills, 
that if there be an unusual pressure for cash on the banker, he 
can re-sell the bill he has bought 

Tire bills a banker, then, has bought, are his stock-in-trade, 
lie buys them from his own customer at a certain price, and sells 
them again to the acceptor, just as a hosier may buy stockings 
from the manufacturer, and seU them to a customer 

When a banker discounts a bill he writes down the full amount 
of the biU to the credit of his customer, and at the same time he 
debits him with the discount on it 

The system of discounting bills is intended to be the sale of 
lond fide debts for work done, or for property actually transferred 
from one party to another, and there is nothing that requires 
more sleepless vigilance on the part of a banker than to take care 
that the debts he buys are genuine and not fictitious ones. When 
bills are offered for sale, he ought to know whose debt it is that 
h^ is buying, and he ought to be able to form some conjecture 
as to the course of dealing between the parties, which could give 
rise to the bill. Bills should not only be among traders, but only 
according to a particular course of trade. We will speak of real 
debts in the first place ; and these may arise in a number of 
different ways. First, between traders in the same business, and, 
secondly, between traders in different species of business, but yet 
for work done. If we take the case of manufactured or imported 
goods, there are usually three stages they pass through— 1st, from 
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tlio mannfactnror or importer to the wholeaalo dealer ; 2iidly, 
from the wholeade dealer to the retail dealer ; and, Srdly, from 
the retail dealer to the consumer. Each transfer of property 
may j?ive rise to a bill ; but, of these, the first two are by far the 
most eligible, and are moat peculiarly suitable for a banker to 
bny ; the third should only be purchased with very groat ctxution, 
and but rarely 

There are other cases of good trade bills, when one business 
retjuirea the supply of different productions, such as a builder 
retpiirea a supply of wood, lead, slatca, bricks, and other materials 

I fence, a bill of a wood merchant, or a lead merchant, on a 
builder, would be a very natural proceeding, and apparently a 
proiHjr ti-ade biU. Again, bills may legitimately arise between 
tnidem of wholly different descriptions, but yet for work done. 
Thus, if a builder fits up premises for a shopkeeper or merchant, 
a bill Ixjtwcen the parties for the work done is a very legitimate 
<mu for a banker to discount. All these bills, therefore, follow 
the natural course of trade, and carry the appearance, on the face 
of them, of being genuine 

But if a banker sees bills drawm against the natural stream of 
trade, it should instantly rouse his suspicion. Thus, a bill drawn 
by a wholesale dealer upn a manufacturer, or by a retail dealer 
upon a wholesale dealer, would be contrary to the natural course 
of trade, and should arouse suspicion. A bill drawn by a Iciul 
merchant upon a builder would be proper on the ftmo of it, if 
Ihui’c were nothing to excite suspicion ; but a bill of a bixilder 
uiMin a load mercliant would be suqneious, unless it were satis 
faetorily e.\i)lained. Moreover, bills of one person upon another, 
d«»ing the same business, arc suspicious upon the face of them. 
Thus, a bill of one manufacturer upon another, in the same 
business, or between one wholesale dealer and another, are c\i- 
dently suspicious, because tliore is no usual course of dealing 
between them. Besides, such bills are chiefly generated in 
speonlative times, when commodities change hands repeatedly, on 
.speculation that the prices will rise. Bankers should bo particu- 
larly on their guard against buying bills drawn against articles 
which are at an extravagant price, in times of speculation 

As it by no Inoans commonly happens that the drawora and 
uceuptci's of bills are costomers of the same bank, the bunker is 
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primd facie influenced by the respectability of his own customer, 
who is the drawer or indorser of the bill. He ought, however, to 
require specific information regarding the persons upon whom 
his customers are in the habit of drawing, and satisfy himself 
that they are likely to be genuine bills. And this vigilance 
should never be relaxed in any case whatever. We hold it to be 
utterly contrary to all sound banking to take bills merely on 
the supposed respectability of the customer. But we believe it to 
be far too common a practice to look merely to the customer’s 
account. Customers begin by getting the character of being 
respectable — they bring, perhaps, good bills at firsthand keep 
good balances ; and their bills are punctually met. This regu- 
larity and punctuality are very apt to throw a banker off his 
guard. He thinks his customer is a most respectable man, doing 
a good business ; all the bills are taken to be trade bills. By- 
and-by the customer applies for an increased discount limit, on 
account of his flourishing business. The banker is only too happy 
to accommodate so promising a customer. His discounts swell, 
and his balances diminish, but his bills are still well met. How- 
ever, the time comes, perhaps, when the banker thinks it prudent 
to contract his business generally, and this may be one of the 
accounts he may think it expedient to reduce ; and then he makes 
the pleasant discovery that there are no such persons at all as the 
acceptors, and that the funds for meeting all these bills have been 
got from himself I 

Such cases as these are not unlikely to happen when London 
houses supply small country tradesmen, and draw bills on. them. 
When a man has established a good character, it is impossible 
to require information about every bill before it is discounted ; 
but we do not hesitate to say, that it is of the first importance 
that a banker should be constantly probing his customers’ ac- 
counts, and got information of the persons they draw upon. It 
was wittily said by some one (Lord Halifax, we believe) that 
man in this world is saved chiefly by want of faith.” This is 
eminently true of banking. A banker should have faith in no 
man. The amount of villainy and rascality which is practised 
by means of accommodation and fictitious and forged bills, would 
exceed belief, if such disclosures were made public. However, it 
is contrary to the policy of bankeis to allow it to be known how 
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they are robbed and cheated. Their interest coTers a mnltitncle 
of sins. If criminals were prosecuted according to their nienis, 
the calendar would swell up to a frightful extent. There is, 
probably, no class of society who see felonies coimnitted so fre- 
quently as bankers, and are necessitated to let them go um’epresst‘d 
and unpunished. The number of unconvicted felons^that go about 
with impunity in the commercial world is something horrible ; 
and them is reason to fear that such things are encouraged by the 
too easy faith reposed in their customers by bankers. If bankers 
were more vigilant in scrutinising their customers’ accounts, many 
would have been cut short in a career of crime — of accumulated 
robberies, which generally terminate in disaster to the bank 
As it is contrary to all sound principles of banking to discount 
bills solely on the customer’s respectability, as appearing from his 
account, so any customer should be regarded with suspicion who 
is not ready and willing to communicate information to his banker 
about his affairs. If he will not candidly communicate the state 
of his affaim to his banker, how can he expect him to give him 
assistance in the day of trouble ? Some customers, however, are 
mightily indignant if their banker will not discount their hills on 
the strength of their names without regard to the acceptor. But 
as such a practice is contrary to sound banking, so it will invari- 
ably be found that these are not desirable customers to have, and 
it would be well for a banker quietly to shake off his connci'.tiou 
with them, as in the long run, they will probably bring him more 
loss than profit 


Advances on Loan u/M Security 

14. So much for discounting bills of exchange, which 
consists in buying debts, and not lending money. A banker, 
however, may not always be able to find a sufficient quantity 
of debts to buy, to absorb all his disposable credit, or he may 
not choose to employ it all in that manner ; and some of his 
customers may want a temporary loan on security, who have no 
bills to sell The banker takes his customer’s promissory note f<ir 
the sum payaiile at the date agreed upon, and also a deposit of the 
oouviirtihle security as collateral security. Ho does not advance 
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on the goods or security itself — that is the business of a pawn- 
broker — but on the personal obligation of his customer, and the 
securities are only to be resorted to in case of the failure of the 
customer to pay his debt. These convertible securities are chiefly 
public stock, Bank stock, India bonds, shares in aU sorts of 
companies, railway, bank, insurance, &c., dock warrants, bills of 
lading. Whenever he takes any of these as collateral security, he 
ought to have a power of sale from his customer, in case he fails 
fco discharge his obligation. These loans, though often they may 
be made to respectable customers, are not desirable advances for a 
banker to make, and he should be chary in encouraging them too 
much, for they frequently are demanded from the borrower having 
locked up too much of his funds in an unavailable form ; con- 
sequently, there is much danger of the obligations not being 
paid at maturity, and then comes requests for renewals, and the 
banker is either driven to the unpleasant necessity of realising 
this security, or else having his temporary advance converted into 
a dead loan 

Pemons who seek for such advances habitually, are most pro- 
bably speculating in joint stock companies’ shares. They buy 
up shares on speculation, which they hope will advance in price ; 
they then wish to pledge the shares they have already bought to 
purchase more ; then perhaps, a turn in the market comes, and the 
value of the whole goes down rapidly ; they are unable to pay 
their note, and the banker may have to realise the shares at a loss. 
During the railway mania of 1845, a number of banks, called 
exchange banks, were founded expressly on this principle of 
making advances on joint stock companies’ shares, especially 
railway shares ; but they have all been ruined, and some of them, 
we believe, suffered frightful losses from the great fall in the value 
of railway stock 

The objection to such transactions in a banking point of view 
is that the promissory notes of these customers and their securities 
are not available to the banker in case he is pressed for money. 
Moreover, they are barren isolated transactions, which lead to 
nothing; whereas a discount account promotes commerce, and 
becomes more profitable as the business of the customer increases 

There is also a very important point to be considered in the 
shares of many companies which are offered as collateral security. 
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tliat, hy llie deeds of tbo companies, no properfcy in the shares 
pusses, except by the registration of the name of the holder in 
their books. Now, wiiile the customer is in good circnmstuiioes, 
there may be no dangt‘.r ; but if lie becomes bankrupt, the banker 
is not entitled to retain the shares against the other croditt)rs. 
If the bankrupt is the registered owner of the shares, his creditors 
are entitled to them, consequently, if the banker means to com- 
]>lete his security, he must have himself registered as the owner 
of the shares, and thereby become a partner in a multitude of 
joint stock companies, of whose condition ho can know nothing. 
Then, perhaps, calls are made, and the banker buds that, instead 
of buying a marity^ he has bought a liability, and he must pay 
up the calls, or forfeit the shares 

- Ail such advances, therefore, should be made very sparingly, 
and only with such surplus cash as the banker may nob be able to 
employ in buying good bills ; and they should only be made to 
such persons as he believes to be perfectly safe without the deposit 
of the security. No banker would make such an advance if ho 
really behoved that he should be obliged to realise the security to 
repay himself, as such proceedings will always make a soreness 
iK‘tween himself and his customer, who will be averse to seeing 
his i)ropcrty sold at a sacrifice, as he may call it 

Advances on dock warrants, and other similar securities, 
are also liable to many similar objections, and should be very 
sparingly done, as they sabject a banker to much trouble beyond 
tlie line of his proper business, and arc indications of weakness 
in a customer. Many customers will expect to have loans upon 
leasehold or freehold property left as security, but these arc the 
most objectionable of all as collateral securities. Many, if not the 
greater portion of leases, jirohibit the tenant letting the projicrty, 
without the written permission of the landlord, consequently, such 
Icjisehold property is no security at all to a banker. Freehold 
property is not exposed to this disadvantage, but the procc^ss of 
realisation is so uncertain, and long, and tedious, that it is 
perfectly unavailable to the banker in case of necessity. In fact, 
we believe the best rule in all cases of loans with collateral security 
((^x<iept in such instances as public stock) is to avoid, as much iis 
possible, making them to any one who is not perfectly good 
without them 
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On Advances "by way of Cash. Credits and Overdrawn 
Accounts 

15. We have, in Chap. VI. § 17, given a fuH account of the 
system of Cash Credits in Scotland, and of the prodigious ad- 
vances in wealth which the country owes to it. But that system 
originated and owes its success entirely to the issue of £1 notes ; 
and it would be almost destroyed by their suppression. When, 
therefore, it is seen in Scotland that it is entirely due to the £1 
note system that tlie Banks are able to push their branches into 
the wildest and remotest parts of the country, they naturally 
resent and resist interference with it by persons who have no 
personal experience of its advantages 

To a certain extent the system of Overdrawn Accounts serves 
the same purpose in the country districts of England : but only to 
a very limited extent. It is quite impossible to extend the same 
banking accommodation to the poorer and humbler class of cus- 
tomers by means of overdrawn accounts, where bankers can only 
deal with the money placed with them by their customers, as 
when they are able to coin their own money by the issue of 
£1 notes 

The objections to Cash Credits and Overdrawn Accounts, in a 
banking point of view, are that in times of pressure it is all but 
impossible to call up the advances, and the securities are not 
realisable : hence it is only where banks are of great solidity, and 
not liable to runs, that it is safe to carry out such a system on a 
large scale 

The same objections apply to advances on mortgages, which 
arc intended to last for years. Such transactions are, therefore, 
chiefly confined to country bankers and those at the West End of 
London, whose connections lie more with the landed than the 
mercantile interest, and who are not liable to such sudden demands 
for cash 


On Investments in Public Securities 

16. Besides these operations, all of which are founded npon 
personal liability — all of which contain personal obligations to pay 
fixed sums of money, and are, therefore, iealings in ‘^Currency 
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bankei’S usually invest part of their funds in public securities, 
which are supposed to be more readily convertible into cash 
than others. Public securities are of two descriptions— the one 
** currency, or securities for money,’* such as Exchequer Bills — 
the other property, or convertible securities ” such as stock, or 
the funds ; the former being an engagement on the part of the 
Exchequer to pay a certain sum of money, like any other bill ; 
and the latter being no engagement to repay any fixed sum at all, 
but only a fixed rent, or sum, for its use. The public funds are a 
great estate, of which the nation is tenant, and pays a rent for it, 
solely guaranteed by the public faith 

Each description of public securities has its advantages and 
disadvantages. The interest on public stock will be found in the 
long run, to be higher than those on any other descriptions of 
public securities ; but there is this serious consideration, that the 
value of these stocks is so extremely fluctuating, that when any 
pnblic crisis comes, and‘ bankers wish to sell their stock, they 
may sustain a very great loss. In the week of the great crisis of 
1847 , when many banks had to sell stock to provide for contin- 
gencies, the losses were immense when they bought in again to 
replace it. Another disadvantage^regarding stock is, that all the 
transactions of bankers must become known, as they have to 
transfer it. Exchequer Bills have this advantage, that a banker 
can deal in them without its being known to any one but the 
broker. Exchequer bills, being, like any other promissory note, 
an engagement of the Government to pay a definite sum of money, 
it is not probable that the banker can ever lose so much on them 
as on stock. In order to prevent Exchequer bills falling to a dis- 
count, they always bear interest, and, in consequence of this, are 
usually at a premium ; and when, by the change in the market 
rate of interest, they fall to a discount, the interest upon them is 
usually raised. Prom these circumstances the profit of investment 
in Exchequer bills is less than from stock 

17 . Bankers collect money from those who have it to spare, 
and advance it, or its equivalent, to those who require it. They 
may sometimes, themselves, be in a similar predicament. Some- 
times they may have more by them than they have employment 
for ; sometimes, from unusual demands, they may be in want of 
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temporary advances. There is a class of persons who undertake 
this great equalising process — namely, the bill brokers. They go 
the round of the bankers every morning, and borrow from those 
who have to lend, and lend to those who want to borrow 

18. At the present day, the principle of association has been 
developed to a much greater degree than ever it was before. 
Companies are being formed for all manner of purposes. When 
these customers apply to open an account with a banker, it will 
generally be found that they want accommodation. But a banker 
should very rarely indeed accommodate the com^pany^ of whose 
iillairs he can know very little. He should never grant accom- 
modation to such a company, unless he is well assured of the 
responsibility and respectability of the directors themselves ; and 
if he allows the company to have accommodation, it should be 
only on the personal liability of the directors. He should require 
from them a joint and several note, payable on demand, reserving 
his right against the company only as a collateral security. This 
course will be found to be attended with many advantages, because, 
if anything goes wrong with the company, he has an immediate 
remedy without any trouble. Whereas, if the company goes into 
the Winding-up Court, it will be a considerable time before his 
claim can bo settled; and then there may he some technical 
objection. The contributors may say the directors had no right 
to draw bills by the constitution of the company, or they may have 
exceeded their power ; and then he may have to contest his claim 
through a number of different courts, bringing him nothing but 
vexation and anxiety 

TaUe of Charges of the Scotch Banke 

19, In June, 1882, the Scotch banks unanimously agreed 
to the following scale of charges — 

Tabu of Interest^ Discount^ and Charges applicable to 
Scotland 

I, — Interest on Money Lodged : 

The Rates to be fixed, from time to time, at Meetings of the 
Banks to be held in Edinburgh 
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Note . — Interest to bo paid on other than rcfinlar operativa 
Accounts, unless the Money has been lodged a raonth. Savings* 
Banks may, according to the discretion of each Bank, bo allowed 
upon money lodged on Deposit Receipt per cent, more than the 
ordinary Deposit Receipt rate for the time, when that rate is not 
above 2-^ per cent. 

II. — ISTERBST ON ADVANCES ON OURRENT ACCOUNTS ! 

The Rates to lie fixed, from time to time, at Meetings of the 
Banks to lie held in Edinburgh— but the charge on Overdrafts on 
Cash Credit, or other Current Accounte, may be limited to the 
Cash Credit Rate in s}Kdal cases in zchich Ikis is sanclmicd ly Hit 
Head Office 

%• In June, 1885, the Scotch Banks unanimously agreed to 
abolish interest on the daily balances of current accounts ; and to 
allow it only on the minimum monthly balance 

III. — Discount and Commission oh Bills ; 

The Rates of Discount to ho fixed, from time to time, at 
Meetings of the Banks to be held in Edinburgh 

The following Rates of Commi.ssion to bo charged on Bills 
other than Local, in addition to the Discount — 

1. On Bills payable in Scotland, Is. Sd. iier cent. Maximum 
charge, 7s. 6d. 

2. On Bills payable in London, no commission 

3. On Bills payable elsewhere in England, or in Ireland, 2s, Gd, 
per cent. 

Exempt from Charge. — 1. Bank of England Post Bills. 2. Bills 
on London not having more than four days to run, inclusive of 
days of grace 

4. On Bills payable on the Continent of Europe at “ Exelmnye 
as per Indorsement^ Discounted Bills, 10s. per cent, in lieu of 
Discount. Bills lodged — see below 

IV.— C0AEOES FOE NEOOTIATINO DOCUMENTS PAYABLE 
ON Demand : 

1. On Ohcnues and Drafts on Baiikers in Scotland, whether 
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caslied or lodged for OoUeotion, I 5 . 3d. per cent. Min. charge, 
Max, charge, 155. 

2. On Cheques and Drafts on Bankers^ payable in London, no 
Commission 

2. On Cheques upon English Banks cashed, payable elsewhere 
than in London (whether bearing a reference to a London Banker 
or not), sent to London for negotiation through the Country 
Clearing House, U. 3d. per cent. Min. charge, 6d. 

Mote. — If preferred, credit may be given for amount of Cheque, 
free of charge^ on the fourth business day after the Cheque has 
been handed to the Bank 

4, On Cheques upon English Banks, payable elsewhere than in 
London, if sent direct to the town on which drawn (J)y desire of 
Vie customer), 2s. Gd. per cent. Min. charge, Gd. 

5. On Documents on Demand on Bankers, payable in Ireland, 
whether cashed or lodged for Collection, 25. Gd. per cent. Mm. 
charge, G)d. 

G. On Cash Orders, Cashed, payable in London, 6s. pei 
cent. Min. charge, I 5 . Max. charge, IO 5 . If dishonoured, 6s. 
IHir cent. Min. charge, I 5 ., with Interest due 

7. On Cash Orders, Cashed, payable in Scotland, 6s. per 
cent. Min. charge, I 5 . Max. chaa’ge, 405. If dishonoured, 2s. Gd. 
per cent. Min. charge, Is., with Interest due 

8. On Cash Orders, Cashed, payable elsewhere in the United 
Kingdom, 6s. per cent. Mm. charge, l5. If dishonoured, 6s. per 
cent. Min. charge, I 5 . Max. charge, IO 5 , 

9. On Cash Orders, Lodged for Collection, whether paid 
or not, payable in London, 2s. Gd. per cent. Min. charge, I 5 . 
Max. charge, IO 5 . Payable in Scotland, 25. Gd. per cent. Min. 
charge, l 5 . Max. charge, 205. Payable elsewhere in the United 
Kingdom, 25 . Gd. per cent. Min. charge, I 5 . Each document to 
be charged for separately. The term “ Cash Order ” to include 
Eeceipts, Eeccipted Accounts, and other Documents of a similar 
description. ** Orders ” unpaid to be returned on the day after 
receipt at latest, and not to be held over on any pretext whatever. 
« Orders ” sent by post to a Bank by a private party to be charged 
the rate applicable to ‘‘Orders” lodged for Collection, together 
with the remitting Commission, should the proceeds be accounted 
for by Draft or Transfer 
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10. Coupons and Bonds payable at aiay other than Bank Offices. 
These are to he treated as Chequc.% not as Cash Orders 

Exempt from Cheques drawn by the Bank’s cus- 

tomers on any other Office of the Bank, when presented by the 
customers personally^ by members of their families, or by persons 
exclusively in their employment ; also, wherever payable, Cheques 
on Church Accounts, issued in favour of Clergymen or Teachers, 
Cheques in favour of religious or charitable Institutions, and 
Cheipies or Receipts on forms issued by any Government 
Department 

Y.— CnARGES FOR GRANTING DRAFTS AND MAKING 

Transfers by Advice : 

1. On the Bank’s Agents or Correspondents in London, Drafts 
or Transfers payable on demand: — For sums up to £300, 2s. per 
cent. ; minimum charge, 6rf. For sums from £300 to £600, 
uniform charge, 65. For sums above £600, l5. per cent. Each 
Draft or Transfer to be charged for separately, and the Stamps to 
be charged in addition. Drafts payable at seven days after date'^ 
to be charged the Stamp only. When at a shorter currency, or at 
a currency to cover the expense of the Stamp, the difference to be 
reckoned at the Deposit Receipt rate. Transfers by advice to lie 
made free, if payment be postponed ten days. Drafts for remit- 
tance of Government Revenue to be granted at eleven days’ date, 
free of Stamp duty 

2. On the Bank’s Correspondents elsewhere in England, or in 
Ireland, 25. 6(f. per cent. ; minimum charge, 6rf. The Stamps to 
be charged in addition 

3. On the Bank’s Head Office, Branches, or Correspondents in 
Scotland, l5. per cent. Max. charge, 105. ; min. charge, ; but 
for sums of £5 and under, Zd, The Stamps to be charged in 
addition 

Exempt from Charge. — I, Drafts on the Bank’s Agents or 
Correspondents in Scotland, purchased by Collectors of Ktivenue, 
as such, and all Remittances to Religious and Charitable Insti- 
tutions. On these the Stamp alone to be charged. 11. Transfem 
of sums paid in by customers personally, by members of their 
families, or by persons exclusively in their employment, for th<*ir 
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credit at another Office of the Bank in Scotland ; the Stamp to he 
charged when a Draft is given 

Evasion of Charges for Bank Drafts. — In order 
to prevent parties from evading the charge for Bank Drafts, by 
lodging the amount temporarily in name of their Correspondents, 
with a view to its being drawn out at another Office, free of charge, 
the usual Commission should be exacted on all Deposit Eeceipts 
cashed at other Offices within ten days of their date 

VL— Other Charges 

1. On Eetiring Bills in London, 2s. 6d. per cent., with In- 
terest due. The following modified charges may be made, at the 
option of each Bank, in the case of Customers having large trans- 
actions, viz. : — For the first £50,000 in any one year, 2s. 6^?. per 
cent. ; for the second £50,000 in any one year, Is. (jd. per cent. ; 
for the excess beyond £100,000 in any one year, Is. per cent. — 
Chargeable at the end of the year 

2. On Drafts on Demand against Ci'edits with English Pro- 
vinciid or Irish Correspondents, Bs. per cent., with Interest due. 
If against cash deposited without Interest, same Eate as for Drafts 
on London 

3. On Drafts on Demand against Credits with London Cor- 
respondents. Same Commission as for Drafts on London 

4. On Bills payable in England or Ireland, recalled before 
maturity, 2s. Ge?. per cent. Bills recalled for non-acceptance only, 
discretionary 

5. On Discounted Bills, or other Documents (except Cash 
Orders), payable in Scotland, returned dishonoured, 2s. 6d. per 
cent., with Interest due 

G. On Discounted Bills, or other Documents (except Cash 
Orders), payable elsewhere, returned dishonoured, 5^. per cent., 

with Interest due t ^ 

7. On Acceptances by the Bank, or their London Cor- 
respondents, of Foreign Bills, payable in London, if secured by a 
special Deposit of the amount, 5s. per cent., with Interest due ; if 
on other Security, if not exceeding 3 months in currency, 10s. per 
cent., with Interest due ; if exceeding 3 months in currency, 15s, 
per cent., with Interest due 

8. On Bills or Documents on Bankers, payable in England or 

FT 
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Ireland, lodged for Collection, 2s. 6^, per cent., wlretlier paid or 
disliononred 

9. On Bills or Documents on Bankers, payable in Scotland, 
lodged for Collection, if paid, same Commission as on similar 
Documents discounted ; if dishonoured, Is. M. per cent. 

10. On Bills or other Documents, payable abroad, lodged for 
Collection, 5s. per cent., in addition to charges incurred by Bank, 
whether paid or dishonoured 

11. On Pay, Dividends, or Annuities drawn by London Cor- 
respondents, except for regular customers, Od per cent. ]Mi- 
nimum. Is . ; maximum, 5.^. 

12. On Purchases of Government or other Stocks, in London, 
Ss. per cent., with Interest due 

13. On Transfers of Government or other Stocks, without 
purchase, discretionary, according to trouble and amount 

14. On Powers of Attorney taken out, and Wills or Deaths 
proved for Transfer of Stock, etc., discretionary, according to 
trouble, bub not less than 25. 6^?. each 

15. Calls and Dividends of Joint-Stock Companies, any Com- 
mission to be discretionary, except as regards Dividends paid in 
I;ondon, on which not less than l5. per cent, shall bo charged. 
The aggregate amount rccjuired for the payment of each Divulend 
to be placed on a separate account, bearing no Interest 

1C. Payment in London against Shipping Documents, whether 
or not accompanied by a Draft on Demand, 25. ikl. per cent. 

17. Delivery in London of Shipping Documents, or Stock 
Transfers, on receipt of value, charge, if any, discretionary 

18. Delivery in Scotland of Documentary Bills, payable in 
London, or elsewhere in the United Kingdom, taken up under 
rebate, Commission to be at Bates for Drafts on London, or other 
place, as the case may bo 

JVote . — Bills and other Documents, not having mon than fwe 
days to run, to be cashed by the Banks with each other, witliout 
charge. The usual Discount to be charged for the additional days 
on Bills of longer currency 

In all matters of Charges Berwick-on-Tweed to l)e 
treated as a Scotch town 

Questions as to the true meaning of any part of the shat 
be decided at ]\r(‘etin<»s of the Banks to ho hold m Kdiuhnrgh 
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On the Clearing System 

20. We must now explain the mechanism of the Clearing 
System, which has been greatly misunderstood 

It is usually supposed that the Clearing System is an example 
of the great principle of Compensation, by which Debts are paid 
and extinguished by being exchanged or set-off against each other : 
as was the custom of merchants at a large number of continental 
fairs ; and in foreign treatises the Clearing House is usually 
termed Maison de Liquidation, or Compensation 

This, however, is a great misconception : and an explanation 
of the mechanism of the Clearing House clearly illustrates the 
distinction between the two systems of Commercial and Banking 
Credit ; Commercial Credit is only created to last for a certain 
definite time, and is extinguished with the documents which em- 
body it : Banking Credit is not intended to be extinguished at 
any definite time : and it is not generally extingmshed with the 
documents which embody it 

In many parts of the Continent it was the custom for mer- 
chants to make their bills payable only at the great fairs in various 
cities. In the meantime they circulated throughout the country, 
and performed all the functions of money. At these fairs the 
merchants met together and exchanged their acceptances : thus 
the paper documents and the debts were extinguished simul- 
taneously, by the principle of Compensation, or Set-ofif. 
But by this device an enormous amount of commerce was carried 
on, and debts were extinguished without the payment of one sou 
in coin 

But the purpose and effect of the Clearing System are very 
different. When any number of the customers of the same bank 
have transactions among themselves, and give each other Cheques 
on their accounts, if the receivers of the Cheques do not draw out 
the money, but pay them into their own accounts, the Credits are 
simply transferred from one accounc to the other. The Cheque 
is extinguished : but the Credit is not extinguished ; it is only 
transferred : and the same Credit may be transferred any con- 
ceivable number of times from one account to another in the 
same bank, to the end of time, without ever being extinguished at 

FF 2 
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alL In all such cases, therefore, the Cheque m a mere order of 
tmnsfer : and when the Credit is transferred from one account to 
the otlner, the document has effected its purpose, and is cancelled 
— hut the Credit exists exactly as it did before 

So with a Bank Note. If a person holding a banker's notes 
pays tlicm into his account, the Notes are extinguished but the 
Credit ns not cxtingnislH‘d : the amount is entered to the cus- 
tomer’s credit ; he has exactly the same Right of at‘tion as 
before: and the banker's liability remains the same. If a cus- 
tomer pays into bis account the notes of another banker, the 
banker collects the notes and gives his customer credit for the 
amount. The Clearing System is a device by which all the banks 
which join in it are formed into one huge institution for the 
purpose of transferring Credits from one bank to another, jnst as 
(Credits are transferred from one account to another in the same 
bank 

Every banker has every morning claims against most, if not 
all, of liis neighbours : and of course they have claims against 
him. These claims are called Banker^' charyps. Each banker 
having collected all the sums due to himself, re-adjusted the 
(h’edits to the different accounts. By this means it is evident 
that no Credits vere cancelled or extinguished between the 
different banks: tliey uere only re-adjusted among diffenuit 
customers’ accounts ; and this was done by the means of ex- 
changing a vast amount of Bank Notes between the different 
bankers. Thus an immense amount of Notes were required to be 
kept out of circulation for no other purpose than to be dancing 
about from bank to bank to settle their accounts against eacth 
other. It was stated in evidence before the House of Commons, 
many years ago, that the London and Westminster Bank alone 
was obliged to keep £150,000 in Notes for this sole purpose. And 
if one bank alone, then comparatively in its infancy, was obliged 
to keep such a sum idle for this purpose, what would liave been 
the sum necessary at the present time to be retained by all the 
different banks? It is certain that it would have absork*<l at 
least half of the authorised circulation of the Bank of England 

To remedy this inconvenience an ingenious plan was devised, 
it is said, by the Banks at Naples, in the sixteenth (leniury. The 
banks instituted u Central Chamber, to which each sent a clerk. 
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Those clerks then examinod and stated their difTerent claims 
aj;ain4 each other, and paid onl;y the difference in Notes. By 
tills nuMiis the dilleronb Onnhls were re-adjiistcd among the 
diilereiit customers’ accounts just as easily as before : and an 
immense amount of Notes wore set free for the purpose of cir- 
culation and i^ommerce : and were, in fact, equivalent to so much 
increase of Capital to the banks and to the country 

21, The Banks in Edinburgh were the first in this country 
to adopt this j>lan. Eor a considerable time they used to do all 
they could to injure each other, Tliey used sometimes to collect 
a large amount of each other’s notes and prestuib tlieni suddenly 
for payment, in the hope of ruining their rivals. At last they 
beiMine sensible that this undigniii(‘d coiiduet was mutually in- 
jurious : and tlu‘y agreed that they should meet twu‘c a week and 
adjust their res[teeti\c claims: and that they should make no 
demand upon eu(*h otluT except at these times. This exchange is 
made alternately at the offices of the Bank of Scotland and the 
Royal Bank, The banks used formerly to settle their differences 
hy ten days’ drafts upon London, Buhsequently to this, it was 
agreed that each hunk should keep a fixed amount of Exchequer 
Bills, and the differences w'oro paid hy these Exchequer Bills. 
This plan, however, w'us discontinued in 186 f, and the folhnviiig 
rules, which arc now in force, w’cro settled in 1876 

liules to be obrnTcd at the Edinburgh Clearing House 

I, T’hc (-leaving House shall bo opened every business day, 
except Saturday, at one o’tdock, and closed at fifteen minutes past 
one, nfttu* which no domiments shall 1)0 received. On Saturdays 
the ( -learing House shall ho opened at eleven o’clock, and closed 
at fifteen minutes past eleven 

II. The Clearing House shall not be opened on Bank Holidays. 
On half-holidays it shall be opened at ten o’clock, and closed at 
fifteen minutes past ten 

in. Each Bank shall be represented at the Clearing House by 
a competent clerk, who shall deliver and receive the documents 
r<‘ferable to his Bank, An iissistant clerk shall also attend when 
required, that there may bo no delay in closing the clearing 
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IV. Each clerk shall be furnished with a set of books for the 
various Banks, in which the documents delivered by iiim shall be 
entered and summed up before he goes to the Clearing House, and 
he shall hand to each of the other Banks a duplicate list along 
with the documents delivered. He shall also be furnished with a 
book in wliich he shall strike the balances against him or in his 
favour with the other Banks, and he shall not leave the Clearing 
House until the general balance is completed 

V. Besides orders payable on demand at the Banks in Edin- 
burgh (including district branches), and bills domiciled with the 
liead offices of the Banks in Edinburgh, orders or bills jiayablo 
elsewhere in Scotland, and requiring to be cashed by the Bunks 
with each other, may be passed through the Clearing House. 
Although the general rule is to pass all clearing documents 
through the Clearing House, it shall be in the option of each 
Bank to collect any such documents in cash 

VI. Each document shall be sufficiently discharged before 
being sent in, and shall bear a Clearing House stamp containing 
the name of the Bank to which it bolongs, and the date of 
clearing, m addition to ^yhicb, if it has been cashed at a district 
branch, it shall bear the stamp of that branch 

VII. Documents passed through the (bearing ITonso, ]>ayable 
at the district branches of banks in Edinburgii, shall be forwarded 
in time for presentation the next morning 

VIII. Documents drawm on the head office of any Bank, 
which are not duly honoured, shall be returned on Hunit* day, by 
messenger to the head office of the Bank to which iliey wqiv. 
cashed by S o’clock on ordinary days, and on Kuturdnys, 
and shall be repaid in cash. Documents payable at the distri<tt 
branches, which arc not duly honoured, shall be returned through 
the Clearing House on the day after that on whicdi tlu'y W(‘re 
cleared; or it shall be optional to return any siudi dutamHuit 
direct by messenger to the office at which it was oaslH‘d. ]irovi<lctl 
that this be done before the hour of clearing, on the day aft«*r 
that on which the document in question was luisscd through the 
Clearing House 

IX. All documents returned unpaid shall have a written 
answer appended, stating the cause of dishonour 
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X. The Banks agree to dispense with the indorsement of 
country exchange vouc'hers, passed through the clearing 

XL The Bunk of Scotland and the Iloyal Bank of Scotland 
agr(‘e to undertake t]\e settlement of the clearings each alternate 
immth. On Monday, Tuesday, and Thursday, the balances shall 
be int^ludcd in the general settlement of the exchange and clearing, 
the odd shillings and pence being accounted for in cash. On other 
days, the settling Bank will receive from those Banks which are 
Debtors on tlie settlement, and give to those which are Crediio) .s*, 
exchange vouchers for the respective balances, including the odd 
shillings and pence, within one hour after the closing of the Clear- 
ing House, and these vouchers shall bo brought into the next day’s 
clearing. The rules for conducting the gcmiaul settlement of the 
exchange and chxiring are laid down separately. — Neither the 
Bank of Scotland nor the Boyal Bank of Scotland shall incur any 
responsibility whati'vcr in respei’t of th(‘se transactions 

XI r. All expenses connected with the ricaring House shall bo 
borne by the Banks in eiiual proportions and shall be paid by 
them half-yearly 
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Rules to he oiserved at the &rMnjfes of Notes and Gfnmtl 
JSeUlenients of Balances between the Banks in Edinburyh 


I. There shall be Exchana;es of Notes, niul General Settlements 
of these Exchanges, and of the Clearing House, as follows : — 



Gonoial Settlement of Exchanges and Clearing. 

Exchange of 


To ineludo 1 

Notes. 





On 

Notes. 

Ch'Ui ings. 

Bally, except 

Tuesday, at 2 p.m. 

Small Notes of Sa- 

Thursday, 

Monday, at 10 

turday, the Notes 




of Monday, and 
the Glasgow Set- 
tlement of Tues- 
day. 



Thursday, at 2 p m 

Tlic Noios of Tucs- 

Wednesday and 

Also on Satur- 

day and Wedne- 
day ; also, the 
Countiy Kx- 
chang(*s of W(‘d- 
lustlay, and tin* 
(ilasgtjw A Leiih 
Settlements of 
Thuisday. 

Thurbday. 




day, at UOp.m. 
for large Notes 
only 

Monday at 2 p.u. 1 

The notes of Thurs- 

Friday, Satur- 


day and Friday, 

day, d! Mon- 



and the large 
notes of Saturday, 
also the Glasgow 
and Country Ex- 

day. 



changes of Satur- 
day. 

1 


The general settlements shall be made by the clearing i-lerks 
11. When Tuesday is a holiday, the general settlement shall 
be made on Wednesday ; when Thursday is a holiday, the general 
settlement shall be made on Friday ; when Saturday is a holiday. 
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there shall be an exchange on Friday afternoon ; and when 
Monday is a holiday, the general settlement shall be made on 
Tuesday, but there shall be no exchange of notes that day.-— 
When the Term day falls on a Saturday, the Exchange shall meet 
in the afternoon, at such hour as may be agreed upon 

III. The clerks shall be in attendance punctually at the hour 
fifteen minutes after which the doors are to be closed, and 
the notes in the hands of the Banks not represented excluded until 
next exchange. Such Banks shall, however, retire, by granting 
bills on London in accordance with Eule YII., the notes brought 
into th6 exchange against them by other Banks 

lY. Each Bank shall be represented by at least two clerks. 
On arriving at the Exchange Eoom, one of the clerks shall deliver 
the notes, and the other clerk shall remain in the box to receive 
the notes from the other Banks. Unless there is a clerk to receive 
them, on no account shall any notes be passed through the wickets. 
No one shall enter the box of another Bank — the door must be 
kept locked 

Y. The clerks from each Bank shall all remain in the Exchange 
Eoom, until the whole of the notes received by them have been 
counted, and at least one clerk from each Bank shall remain until 
the whole of the notes delivered by that Bank have been counted. 
The notes received from any one Bank shall not be mixed with 
those received from the other Banks, until they have been found 
to agree with the specification received along with them. In case 
of a dispute arising on any occasion as to the amount contained 
in any parcel of notes, received or delivered by a Bank, which has 
infringed the rules in this clause, such Bank shall, in the absence 
of conclusive evidence in its favour, be held to be in the wrong. — 
To prevent any undue delay in counting the notes, each of the 
Banks shall provide a competent staff for that purpose, to the 
satisfaction of the settling Bank of the day 

YI. The settlements shall be undertaken each alternate month 
by the Bank of Scotland, and by the Eoyal Bank of Scotland ; 
but neither Bank shall be held to incur any responsibility in 
respect of these transactions. — On Monday, Tuesday, and Thurs- 
day, the balances shall be included in the general settlement of 
the exchange and dearing. On Wednesday, Friday, and Satur- 
day, unless when a general settlement falls on any of these days 
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the settling Bank shall grant and receive vonchers for the 
balances, which shall be carried into the next day’s clearing 

YII. When the balances of the general settlement have been 
struck, the settling clerk of the day shall at once enter the par- 
ticulars in a record provided for that purpose, and the Banks who 
are debtors in the settlement shall, on the same day before the 
close of business, send to the Banks who are creditors a bill or 
bills on London for the respective amounts due. These bills shall 
be drawn 5/8 days’ date. The Banks drawing them shall bear the 
expense of the stamp-duty, and shall, on deUvering them, pay in 
cash to the respective Banks in whose favour they are drawn, 
eight days’ interest on the amounts, at the rate of 3 per cent, per 
annum 

VIII. In the event of any exchange draft being dishonoured 
without prompt and satisfactory explanation of the cause, the 
Bank issuing such draft shall be immediately excluded from the 
Exchange Boom and Clearing House 

IX. When exchanges are established in provincial towns, the 
exchangeable notes received at the agencies there must wait for 
the return of the next local exchange day ; and must under no 
pretext be forwarded to meet the exchanges in Edinburgh, or at 
the other agencies 

X. It is further understood and agreed, in consideration of the 
circulation of each Bank (other than what may be issued against 
gold and silver coin), being fixed and limited by the Act 8 and 9 
Viet., cap. 88, that the Banks shall bring to the Exchange Boom 
regularly, at their head offices and agencies, all the exchangeable 
notes which they receive ; and that under no circumstances shall 
any of the subscribing Banks issue the notes of another Bank of 
Issue in Scotland, without permission first asked and obtained 

XL The vouchers of the Glasgow Exchanges shall be conveyed 
by railway guard ; and the letters containing the vouchers shall 
be delivered by the guard to the Clearing House messenger, to be 
delivered by him personally at the Banks to which they are 
addressed in Edinburgh 

XII. The record of the general settlements shall be open for 
the inspection of any of the subscribing Banks, at such times as 
may be convenient 
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XIII. Any of the parties to this agreement shall be entitled 
t.0 withdraw from it on giving three months’ notice 

On the London Charing House 

22. About 1775 the inconvenience of sending out to collect 
these charges led a number of the city bankers to organise an 
exchange among themselves, on a similar plan to that already 
practised among the banks in Edinburgh. They met in a room 
and exchanged their mutual claims against each other, and paid only 
the difference in cash, or Bank notes. It is stated in the Bullion 
Eeport, that in the year 1810 there were 46 bankers who cleared ; 
that the average amount of drafts, &c., passed through the 
Clearing House every day was about £4,700,000, and that all the 
balances on this account was settled by about £220,000 in Bank 
notes. The Clearing House was merely an assemblage of private 
bankers ; when the joint stock banks were instituted in the city, 
they were rigidly excluded until 1854, when the intolerable 
inconvenience caused to them by the large amount of notes they 
had to keep idle to meet the “ charges,” set a question afloat of 
organising another Clearing House among themselves. Moreover, 
it is said, that the private bankers, themselves, felt the incon- 
venience of the heavy “charges” of the joint stock banks. Partly 
owing to these circumstances, and partly, we hope, owing to the 
feeling against the joint stock banks having abated, the London 
and Westminster, the Union, the London Joint Stock, the London 
and County, and the Commercial Banks, were admitted to the 
Clearing House in August, 1854, and the Southwark Branch of 
the London and Westminster, in August, 1855. The latter being 
remarkable, not only as a branch of a bank being treated as an 
independent bank, but also as not being in the City of London. 
The Bank of England was not admitted to the Clearing House 
till 1864. 

Rules and Regulations to be observed in the London 
Clearing House 

Oedinaby Days, Excepting Satuedays 

Morning Clearing to open at 10.30. Drafts, &c., to be re- 
ceived not later Shan 11. Morning Clearing must be closed by 12 
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Country Clearing to open at 12. Drafts including Returns, to 
be received not later than 12.30. Country Clearing must be 
closed by 2.15 

Afternoon clearing to open at 2.80. Drafts, &c., to be received 
not later than 4. Returns to be received not later than 5, except- 
ing on settling days, when the last delivery shall be at 4.15, and 
Returns at 5.15 


Fourths op the Month 

Morning Clearing to open at 9. Drafts, &c., to be received 
not later than 10. Morning Clearing must be closed by 12 

Country Clearing to open at 12. Drafts, including returns, to 
be received not later than 12.30. Country Clearing must be closed 
by 2.15 

Afternoon Clearing to open at 2.30. Drafts, &c., to be re- 
ceived not later than 4.15. Returns to be received not later than 
5.15 ; excepting when the 4th of the month shall occur on a 
Satiu’day, when the Country Clearing shall close at 2, the Afternoon 
Clearing commence at 2, and the last delivery shall be at 8.30 
and Returns at 4.80 

Saturdays, (not being Fourths) 

Morning Clearing to open at 9. Drafts, &c., to be received 
not later than 10. Morning Clearing must be closed by 11 

Country Clearing to open at 11. Drafts including returns, to 
be received not later than 11.30. Country Clearing must be 
closed by 1.15 

Afternoon Clearing to open at 1.80. Drafts, <&c., to be re- 
ceived not later than 8. Returns to be received not later than 4 

January 1st and December 81st 

On these days an extension of a quarter of an hour shall be 
given to the last delivery, and to Returns ; and a sijuilar extension 
on days succeedin'^ Bank Holidays 
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Geneeil Eules 

The total amount of the Morning and Country Delivery shall 
he agreed by each Clearer before leaving the Clearing House 
All Clerks that are in the Clearing House by the time ap- 
pointed for final delivery, shall be entitled to deliver their articles, 
though they may not have been able to pass them to the different 
desks before the clock strikes 

All Returns in the course of delivery upon the stroke of the 
clock of the time appointed for final delivery, must be received by 
the Clearers, and credited the same day 

Any Bank which has accepted and paid an article returned to 
it in error, may require repayment through the Clearing House 
on the following day 

Notice shall be entered upon a Board at the Clearing House, 
giving monthly statements of those settling days at the Stock 
Exchange, upon which the time for receiving Returns is to be 5.15 
With regard to all Drafts not crossed, and all Bills not 
receipted, sent to the Clearing House as Returns, the ’Clearer 
holding them must fully announce the particulars to the Clearing 
House, and if not claimed, the case must be represented to the 
Inspectors ; but on no account can the Clearer be allowed to debit 
the Clearing House with the amount until an owner can be found 
No Return can be received without an answer in writing on 
the Return why payment is refused 

It shall be sufidcient in order that a Return shall be received 
and credited, that it shall have on it an answer, why returned ; 
and no Clearer shall refuse to pass to credit any Return that shall 
be so marked 

All Returns charged upon the Balance Sheet must be marked 
up and agreed by the Clearer charging the same 

All the differences arising from Marked Articles beyond the 
sum of £50 must be finally ascertained and placed to. account, 
before the Clearer makes up his Balance Sheet 

No Clearer shall be allowed to charge out Drafts in the 
Clearing-out Book at the Clearing House 

All differences of more than £1,000 that may have been 
accidentally passed over at night, shall be settled by a transfer at 
the Bank of England, the first tlung the next morning 
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The Inspectors are charged with the preservation of order and 
decorum in the Clearing House, and are instructed to report to 
the Committee of Bankers disorderly conduct on the part of any 
persons, calculated, in their opinion, to obstruct the adjustment of 
the business of the House 

Bach clearing bank keeps an account at the Bank of England, 
and the inspector of the Clearing house also keeps one. Printed 
lists of the clearing banks are made out for each bank, with its 
own name at the head, and the others placed in a column in 
alphabetical order below it. On the left side of these name is 
a column headed “ Debtors,” and on the right side are marked 
“Creditors.” The clerk of the Clearing House then makes up 
the accounts between each bank, and the difference only is entered 
in the balance sheet, according as it is debtor or creditor. A 
balance is then struck between the debtor and creditor columns, 
and the paper delivered to the clerk, who takes it back to his own 
bank. The balance then is not paid to, or received from, the 
other bankers, as formerly, but it is settled with the Clearing 
House, which keeps an account itself at the Bank of England. 
The accounts are settled by means of a species of cheque appro- 
priated to the purpose, called transfer ticlcets. They are of two 
colours, white and green, the white when the Bank has to pay a 
balance to the Clearing House, the green when it has to receive a 
balance from it. They are signed by some authorised official of 
the Bank. Thus, if the Bank is debtor on the balance, it gives a 
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White Tkhet 


SETTLEMENT AT THE CLEARING 
HOUSE 

LonSxin^ 18 

To the Cashiers of the Bank of England 

Be j^leased to transfer from our 
Account the sum of 

and place it to the credit of the Account 
of the Cleaning Banker s-t and allow it to 
he drawn for hy any of them (with the 
knowledge of either of the Inspectors^ 
signified hy his countersigning the 
T>i afts) 


£ 


SETTLEMENT AT THE CLEARING 
HOUSE 


Bank of England, 


18 


A TRANSFBR/or the sum oj 


has this evening been made at the Bank 
from the account of Messrs, 
to the account of the Clearing Bunkers 

For the Bank of England 

£ 


The Certificate has heen seen hy mo 
Inspector 


If the Bank is creditor on the balance, it gives a 


Green TicJcet 


Settlement at the Clearing House 

London^ 18 

To the Cashiers of the Bank of England 
Be pleased to CREDIT oui Account 
die Sum of 

out of the money at the credit of the 
account of the Clearing Bankers 

£ 


Seen by me, 


Settlement at the CUai ing House 
Bank of England, 

18 

The account of Messrs, 
has this evening heen credited with the 
Sum of 

out of the money at the credit of the 
account of the Clearing Bankers 

For the Bank of England 

£ 


Injector at the Cleai mg House j 

By this admirable system, transactions to the amount of many 
millions daily are settled without the intervention of a single 
Bank note 
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THEOEY AND PEACTICE OF BANKING 


CHAPTER XIX 

OX COLLATERAL SECURITIES TAKEN BY BANKEES 

1* Banking as we have seen deals exclusively with persona) 
obligations. Bankers sell their own credit in exchange for the 
credit of other persons : and in all cases whatever these persons 
are liable and bound to discharge their obligations. Bankers, 
however, do take additional and collateral securities of various 
sorts, to make good any loss from their customers being unable to 
discharge their obligations 

The first kind of these collateral securities which we shall 
consider is a banker’s Lien 


0?i a Banker^ $ Lien on Ms Custome)'s Securities 

2, When a customer has placed any Banking Securities in the 
hands of his banker, without specifically appropriating them to 
any purpose, the banker has the right to retain them until his 
customer has discharged aU debts that may be due to him : even 
though the debt was not incurred, or the advance granted on the 
deposit of the Securities 

This right of retention of Securities, placed unconditionally in 
his hands is termed a Lien 

3. 1. A banker’s general Lien is part of the Law Merchant, 
and is judicially noticed as such 

Brandao v. Bametty 12 0. F , 787. Boch v, Gorrissen, 2 De G, 
F. & J , 434. Jones v, Beppercorney Johns, 430 

2. A banker has a general Lien upon all Banking, or Paper 
Securities placed in his hands as a hanker by a customer, for his 
general balance 

Such Paper Securities include Bills, Notes, Exchequer Bills, 
Stock, Coupons, Foreign Bonds, and others of a similar nature 
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And his Lien extends over these Securities, not only for debts 
'which have already accrued, but for those which may accrue, such 
as bills discounted, or for a bill accepted for his customer’s 
accommodation 

Unless there be a special contract relating to these particular 
chattels, taking them out of the general rule 

But to do this the particular contract must be inconsistent with 
the notion of a general Lien 

Davis V. BomheVt 5 T. R., 488. Bolland v. Bygrave^ By. & Moo., 
271. Jourdaine v. Lefevre, 1 Esp., 65. Scott v. Frankhn^ 15 East, 
428. Wylde v. Badfoi d, 33 L. J., Ohano., 51 

8. But this general Lien does not extend to Securities which 
are not Banking, or Negotiable Securities, unless by special 
contract 

A customer deposited with his banker a deed of conveyance 
including two distinct properties, with a memorandum pledging 
one of them as security for his general balance. Held that the 
banker had no lien on the other property 
Wylde V. JRadford, 33 L. J., Chan., 51 

4. A customer by deed gave his banker a secui'ity over his 
estate to cover a debt which was then due. Held that it only 
applied to the actually existing debt, and was not a continuing 
security for the floating balance 

Re Medewe^s trusty 26 Beav., 588 

5. A banker has no lien on any plate, jewels, cash, or securities 
contained in a box deposited with him in his character of Ware- 
houseman, and not as banker {a) 

Even though he has recovered judgment in an action against 
his customer for a balance due on his account (5) 

Nor can money lodged with a banker for a specific purpose 
which fails, be retained by the banker against a debt due by the 
depositor when bankrupt (c) 

{a) Brandao v. Barnett^ 12 0. & E., 787. Wylde v. Radford, 33 
L. J., Ohano., 53 

(5) Leese v. Martin, L. R., 17 Eq., 224 
(c) Wright v. Watson, 1 0. & E., 171 

6. A banker has no Lien on a customer’s balance for bills 
discounted for him, during the currency of the bills 

Bower v. Foreign di CoL Gas Co,, 22 W. R., 740 

QG 


VOIi. II. 
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7. If securities be offered to a banker for a loan which ha 
refuses (a); or on a condition which is not fulfilled (J); the banker 
has no Lien on them for his general balance 

(а) Tmcos V . Dorrien, 7 Taunt., 278 

(б) Burton v. Gmy, 48 L. J., Chano., 229 

8. If a trustee, in violation of his trust, pledges securities with 
his banker, the trust will override the Lien, and the banker cannot 
retain them 

Manningford v. TolemaUt 1 Coll., C, 0., 670. Moore v. Jervis^ 
2 GoL, 0. 0., 60. Pznkett v. Wright^ 2 Hare, 120 ; affirmed in 
Dorn Proc. as Murray v. Pinkett, 12 0. & F-, 764. Baillie v. 
MacKewan^ 35 Beav., 177. Stackhouse v. Countess of Jersey, 30 Ii. 
J., Ohano., 421 

9. But where an executrix pledged title deeds with a bank, as a 
security for a loan, which she spent in violation of a trust, it was 
held that the bank, having no notice of the breach of trust, had 
a Lien on the deeds 

Farhall v. Farhall, Ii. E., 7 Eq., 286 

10. A banker has a Lien on Banking Securities pledged with 
him by a customer, if he has no notice, or reasonable cause to 
believe, that they belong to another person : but if he receives 
notice that they, in fact, do belong to another person, he has no 
Lien for any advance he may make after receiving such notice, 
nor for his general balance 

Locke V. Prescott, 32 Beav., 261 

11. A cestui que trust being indebted to a bank at which the 
trust account was kept, gave the bank a Lien on his share of the 
trust fund, and gave notice to one of the trustees to pay his share 
into his account with the bank. Held that this was a valid and 
irrevocable assignment of the fund, and that the bank’s Lien 
prevailed against the customer’s assignees in bankruptcy 

Ex pane Steward, 3 M. D. Be G-., 265 

12. A debtor deposited title deeds with his creditor as security 
until his debt should be reduced to £100 ; he died indebted to hia 
creditor in £274. Held that the creditor’s Lien extended to the 
whole £274 

Ashton V . Dalton, 2 Col., 565 

13. An equitable mortgage by the occupier of lands,, mills, 
houses, machinery, and premises, gives the depositee a Lien on all 
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fixtures erected before or after the deposit, inninding 

those between landlord and tenant 

fjx parte Price, 2 M. B. & Be G., 618. Ex parte L<yyd, 8 Beao. 
^ <3., 765. Ez parte Proadtcood, 1 M. B. & Bo G., 631. Ex parte 
17 L. J., Bank., 16. Ex parte Bentley, 2 M. B. & Be G., 
gr)l. Ex parte WiUon, 4 B. d: Oh., 143. Ex parte Cottcm, 2 M. B. 
^ po G., 725. Ex parte Beyiml, 2 31. B. & Be G., 443 

14. ^ hanker took from one partner of a firm a legal mortgage 

over belonged to the partnership, as 

security fo’’ ^ 4cbt of that partner. Held that the rights 

of the ofclJ®*^ partner prevailed over the banker’s Lien 

Cavander r. Bulteel, L. R., 9 Oh. Ap., 79 

15. .A- CRstomcr kept three accounts at a bank, and received 
advances *^he bank, which wore entered in one of them. He 
sent sectir'*''^‘® ^he bank to cover a fresh advance. Held that 
the hanir Iwul & Licu on these seenrities for the general balance 

In re Kuropran Bank, L. R., 8 Ch. Ap., 41 

16. A- Company can create an cfjnitahle mortgage by the 
deposit of without complying with the formalities prescribed 
by their •deed of constitution for executing legal mortgages ; and a 
banker is entitled to the same Lien on such deeds as if they had 
been deposited by a private per.-^on 

Bx parte National Bank^ L. R., 14 Bq,, 007 

17. A l>anker has no Lien on the balance of a partner on his 
separate 43U5Count for a debt due to him from the firm 

JFaits V. Ckristief It Beav., 54G 

18. A firm had an acc.ount with a bank, and one of the part- 
ners had also a separate acctmnt with it. The bank discounted a 
promissoi-y note of the partner upon his depositing certain shares 
as security ; those shares afterwards became the property of the 
firm, whiith ftiilod, I)eing indebted to tlie bank. Held that the 
bank holtl them only tvs security for the debt of the partner, and 
had no I-*ien on them for the debt due from the partnership 

Bx parte McKenna^ 80 L. J., Bank., 20 

19. X f a banker takes a security payable at a future day, his 
Lien is gone 

Cowell V, Simpson, IG Ves., 275, Ileicison t . Guthrie, 8 Scott, 208 

20. The Directors of a Colonial Banking Company were em- 
powered by their Deed to issue shares on such terms as they 

G0 2 
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pleased ; and it was also provided tliafc they should have a Lien 
on such shares for any debt of such shareholder. They issued 
shares, with powers of attorney, to enable the holders to remit 
them to England, and deal with them as negotiable securities. 
Held that they had no Lien on such shares 

Hunter v. Stewart, 4 De 0. F. <fe J., 168 

21. K mortgaged to E certain securities. The value of the 
securities was paid into the hands of K’s banker with whom his 
account was overdrawn. Held that the banker had a Lien on the 
amount so paid in for the amount of his debt 

Hoxhurghe v. Cox, 17 Ch. D., 620 

22. A Bank made advances on title deeds to land. The owner 
contracted to sell the land to a purchaser who had notice of the 
banker’s claim ; and the bank had notice of the intended sale. If 
the bank makes further advances on the deeds without informing 
the purchaser, it has no Lien on the deeds for such further advance 

London and County Banin v. Batcliffe, 6 App. Gas., 722 • 

23. A Company which had no power to borrow money over- 
drew their account with their bankers, and deposited certain 
private deeds of the members to the company. Held that the 
banker had no Lien on the deeds for the overdrawn account 

Blachhum Building Society v. Cunliffe, 22 Ch. D , 61 

24. A banker’s Lien on securities taken by him Iona fide, from 
a customer is not affected by any equities between him and a 
third party 

MUa Y. Currie, 1 App. Gas., 544. 


On Goods taken as Security 

4. 1. If a banker takes Goods as a security for a loan, he 
onght to satisfy himself that his customer is entitled to them : 
because, by Common Law, the real owner will he able to recover 
them, or their value, from him, if unlawfully pledged 

The principle of Common Law regarding the transfer of the 
Property in goods by a sale in market overt, does not apply to 
pawns 

MancUn t. PanahaJl, 1 Vern., 407. Paterson v Tush, Strange, 1178. 
iirfoj? T. Poore. S Atk., 44. Poore r. Pailer, 3 X. B., 376. Pauhignj/ 
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T. Duvat, 5 T. B., 604. Maccombie r. Davts^ 7 East, 5. Qraham t« 
Dysterf 6 M. & S , 1. Boyson u* ColeSy 6 M. S,, 14. Queiro» v. Trueman^ 

8 B. & 0., 348 

2. Goods were deposited as a security for a loan. The cus- 
tomer afterwards obtained further advances without referring to 
the goods. He died without paying off his debt to the banker. 
His executors claimed the goods on payment of the first loan only. 
Held, that the banker was entitled to have all the debt paid otf. 
But if there had been bond creditors, or a bankruptcy, the banker 
could only have held the goods for the sum first advanced, and 
must have proved under the fiat for the rest 

BeiTudribray v. Metcalfe Free. Chanc., 419. Adams v. Claxton, 6 Yes*, 
2*29. Vanderzee v, WiUts, 3 Bro , C, 0., 21 

8. Such transactions ought to be completed by a Bill of Sale, 
and registered under Act 17 & 18 Tict. (1854), c. 86 

If the debtor is a trader the banker should also take possession 
of the goods or premises, as registration under the Bills of Sale 
Act only does not defeat the operation of the doctrine of 
** reputed ownership ” in bankruptcy 

Badger t . Shaw^ 26 L. N. S., 73. Bbs parte AMy, re Daniel, 25 
Ii. T., 188 

4. A banker cannot take a Bill of Sale on the whole property 
of his debtor, as such an instrument is an act of bankruptcy 

Lacon v. Zdfen, 82 L. J., Chanc., 316. Hassels y. Simpson, 1 Doug., 89% 
Glelert v. Spooner, 1 M. & W., 714. Sniildi v. Cannan, 2 E. B., 85, 45, 
22 L. J., Q. B., 290. Woodhouse v. Murray, L. B., 2 Q, B., 638. JSSb 
parte Bbxley, in re Nurse, L. B., 3 Oh. Ap., 615 

5. An instrument, stating that goods are deposited as a 
security for a loan, even though containing a power of sale in 
default of payment, does not require to be stamped as a mortgage 
deed 

ITarris v. 9 M. & W., 691. Attenhorougli v. Commissioners of 

Inland Bevenue, 11 Exch., 461. See also Franklin v. Neate, 13 M. Si 
W.,481 

Pdlicm of Life Assurance as Seewrity 

6 . 1. A banker sometimes takes a Policy of Life Assurance 
as security for a Debt. In such case, he should give notice to 
the ofl&ce of the assignment ; as, in the event of his customer’s 
bankruptcy, the Policy would vest in his assignees 
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It is a well-establislied principle that Ghoses-in-Acikn^ or 
Rights, or a debt due to a trader, though assigned by him, are in 
his order and disposition ” in the event of his bankruptcy, even 
though the instrument recording the obligation be delivered 
over, unless notice of the assignment has been duly given to the 
obligor 

ByaU V. Bowles, 1 Yes., sen , 348. Bx parte Arhwright, 3 M. 30. <fe Bo 
G-., 143. Bx parte Wood, B'Mi.D, & Be G., 315. Thompson v. Speiis, 13 
Sim,, 469. Bx parte Wilhinson, 13 Sim., 476. Belcher v. Bellamy, 2 
Excli., 303. Thompson v. Tomhins, 2 Drew. 8s Sim., 8 

2. Notice, as a rule, should be given to the officer representing 
t.he -Oompanyj who may either be the Chairman, the Directors, or 
the Secretary, according to the Deed of Constitution 

Where a Company has authorised their agents to receive 
notices of assignments, it was held that where one of their agents 
had acted as attorney for the assignor and assignee of a Policy, 
that was sufficient notice to the Company ^ 

Gale V. Lewis, 9 Q. B., 730 

8. But if the agent is not agent for that particular purpose, 
his knowledge of the assignment is not sufficient 

Bx parte Patch, 7 Jur., 820. 12 L. J., N. S., Bank., 44 

4. Such notice need not be in writing, verbal notice is suffi- 
cient ; even though the office refuses to receive verbal notice 

. North British Insurance Co. v Nallet, 7 Jur., N. S., 1263. Bx parte 

j Mastermam, 2 IVIont. ^ Ay., 209. Bx parte lAttUdale, 6 M. D & Be 

a., 74 

. 6. If the assignee has sent notice by post to the obligor, and 
the assignor becomes bankrupt before the notice reaches the 
obligor in the course of post, that is sufficient to take the case out 
of the Statute 

Belcher t. Bellamy, % Exek , 303 

6. Though the assignee is a partner in a mutual office, that is 
not sufficient notice to the Company 

Thompson y. Speirs, 13 Sim., 469. Bx parte Wilkinson, 13 Sim., 476 

7* In the case of an equitable mortgage by the mere deposit 
of the Policy, the assignees of a bankrupt cannot recover the 
Policy itself at law: but they may claim the debt from the* 
Company, and give a valid discharge for it 

Chhson V. Overhury, 7 M. & W., 555 



ON TITLE LEEDS AS SECITEITY 


455 


8. If a Policy be deposited by way of equitable mortgage, the 
onus lies upon the assignees of the bankrupt to prove that the 
notice of assignment was not given to the oflS.ce before the 
bankruptcy 

Ex j^arte Stevens^ 4 Dec. & Oh., 117 

9. The banker must also have possession of the Policy. A 
memorandum of deposit of securities was given to a banker, 
stating that a Policy of Insurance on the life of the depositor was 
among them. The Policy, however, was not delivered, and was 
ill the possession of the depositor at the time of his bankruptcy. 
Held that the Policy passed to his assignees, and the banker 
ranked among the general creditors 

Ex parti EaXffaXi 2 M 1). & Le G., 644 

10. A condition of a Policy of Life Assurance was that it 
should be void if the assured died by his own hand, unless it had 
been assigned for valuable consideration six months before his 
death. The holder deposited it with his bankers, with a letter 
charging it with the payment of any debts that might be due to 
them at the time of his death ; and three years afterwards com- 
mitted suicide, being indebted his bankers. Held that the bankers 
were entitled to recover 

Jones V. OoTisolidated Investment and Insurance 26 Beay,, 256 

11. Bankers who had two Policies of Life Assurance deposited 
with them gave no notice to the offices ; but the assured mentioned 
in conversation with the secretaries that the Policies were held by 
his bankers. He died bankrupt, and Stuart, Y. 0., held that 
the Policies remained in his order and disposition, and that his 
assignees were entitled to the proceeds 

Edwards y. Martin^ L. B., 1 Eq., 121 


On Title Deeds taken as Security 

6. 1. A banker frequently takes a deposit of Title Deeds by 
way of equitable mortgage to secure an advance. In all such 
cases he should have a written memorandum distinctly stating 
the purpose for which the deposit is made. A written memo- 
randum of deposit is not, indeed, necessary, for there may be a 
valid deposit in equity without even a word spoken, when the 
possession of the securities cannot be accounted for in any other 



456 THEORY AND PRACTICE OE BANKING 

way, the holder being a stranger to the title and deeds (a). But 
it is laid down that if there is no memorandum of deposit, the 
Court leans against considering the deposit as security for an 
antecedent debt (b) 

(o) JBoxon V. Williams, BY, Ss J., 150 

(5) Me igarte Martin, 4 Deao. & Ch , 457 

2. If deeds are deposited with a person expressly as a security 
for a future advance, the creditor has no lien on them for an 
antecedent debt 

Mountford t. JSoott, 1 Turn. Sz Bass., 274 

8. But if a banker has completed his equitable title by ob- 
taining possession of the title deeds along with a memorandum 
stating the purpose of the deposit to be to secure payment of the 
mortgagor’s antecedent debt and interest, as well as all future 
advances, he will be able to enforce his claim against all judgments 
of any sort recovered against the mortgagor after the date of the 
equitable mortgage 

Whitworlik Y. Qaugain, 8 Haxe, 416 affirmed, t Plill., 728. Cadfsrt r. 
Ait, General, 6 Price, 411 

4. There must be an actual deposit of the title deeds to ex- 
clude the operation of the Statute of Frauds. An order to a third 
party to deposit a lease, when executed, is not sufiSoient 

Mxjparts Terry, 3 M. D. & De G., 252 

5. An agreement to execute a mortgage with a delivery of the 
title deeds to have the agreement carried out, is an equitable 
mortgage from the date of the agi-eement 

Mdjge v. Wtrethington, 1 Cox, 211. Ex jparte Bruce, 1 Rose, 874. EocikUy 
r. Bantock, 1 Russ., 141. B^eys r. WiUiams, 8 Y. d; OoL, 0. C., 55* 
Bvljin y. Dunne, 12 Ir. Ch. Bep., 67 

6. To constitute an equitable mortgage it is not necessary 
that all the title deeds should be deposited, provided that real and 
material portions of them are 

Ex yarte CMj^endale, 1 Deac., 67. Lvms v. Allen, 26 L, J., Ch., 18 

7. A memorandum accompanying title deeds, stating the pur- 
pose for which they are deposited, is not an agreement for a 
mortgage, and does not require to be stamped 

Meek v. Bayliss, 81 n. J., Ch , 448 

8. A verbal agreement to deposit a lease when executed is not 
an equitable mortgage 

Ex parte Coombe, 4 Madd., 249 
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9. To create an equitable sub-mortgage by deposit of deeds 
originally deposited as an equitable mortgage, it is not necessary 
to deposit with the second depositee the written memorandum 
deposited with the first 

JSx^arte Abel Smithy 2 M. B. Be G , 587 

10. The expression may advance,” in the memorandum given 
with title deeds as an equitable mortgage, may include past as well 
as future advances, if it appears that the parties intended it 

JSx^arte Farley, 1 M. B. <fc Be G., 683. Me parte Abel Smith, 2 M. B* 
& Be G., 687 

11. A legal mortgage cannot be extended by parol (a ) ; but 
an equitable mortgage may (d) 

(а) Ex parte Hooper, 2 Rose, 328 

(б) Ex parte Langston, 1 Rose, 26 Ex parte Kensington, 2 Ves. & Bea., 
79. Ex parte Lloyd, Gl. &s Jam , 339. Ex parte Eettleship, 2 M. D, & 
Be G., 124 

12. An equitable mortgage is the same in effect as a legal 
mortgage, and a mortgagor will have six months to redeem 

Parher v. Hous^U, 2 My. Ss K., 419. Throp v. Gartside, 2 Y. & Col. 
Ex. Eq., 780. Meller v. Woods, 1 Keen, 16. But see 16 & 16 Vict 
(1862), c. 86,8.48 

13. An equitable mortgagee, by deposit of a lease, is not com- 
pellable to take a legal assignment of the lease at the suit of the 
lessor, even though he has entered into possession of the premises 
and paid rent : nor is he liable to the lessor upon the covenants 
of the lease, as there is no privity of contract between him and 
the lessor 

Moore v. Greg, 2 Phil., 717 

14. If deeds are deposited with a person as an equitable mort- 
gage, they are not to be considered as an equitable mortgage for a 
loan by another person, without a memorandum in writing 

Ex parte Whitbread, 1 Rose, 299 

15. A person conveyed certain property to trustees by a post 
nuptial settlement. Having obtained the deeds from the trustees, 
he deposited them with his bankers as an equitable mortgage for 
a loan. Held that the banker was not a purchaser within 27 
Eliz. (1585), c. 4, s. 2, and the trustees were entitled to recover 
the deeds 

Kerrison v. Dorrien, 9 Bing,, 70 
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16. A coaveyance of a house and furniture was deposited as a 
security for a debt, with a memorandum stating that it was the 
deposit of the title deeds of an estate. Held that this was nob an 
equitable mortgage of the furniture : if the intention had been 
to include the furniture, it should have been so stated in the 
memorandum, and a schedule of the articles given {a) 

But when the lease of a house was deposited as an equitable 
mortgage, and the premises were sold along with the goodwill of 
the business carried on on the premises ; and the produce of the 
sale of the lease and goodwill was insuflBicienb to satisfy the debt, 
the depositee was held entitled to the whole of the proceeds, as 
the goodwill was the incident of the lease (Jb) 

(а) Hx parte Eunt^ 1 M. B. Be G-., 189 

(б) Okissum V. Eewes, 5 Euss., 29 

17. A mortgagor granted a mortgage to secure an antecedent 
debt, and future advances to a limited amount : he then granted 
a second mortgage of the same property to another person on 
similar terms : each party was aware of the mortgage of the other. 
The first mortgagee made advances to the mortgagor after he was 
aware that the second mortgagee made advances to him on the 
security of the second mortgage : he cannot claim that the ad- 
vances which he had made subsequently to this knowledge should 
have priority over the advances made by the second mortgagee 

EopMnson v. Molt, 9 H. L. Ca,, 514 

18. A misdirection of the mortgagor’s interest in land wiU not 
invalidate an equitable mortgage 

Em parte Qlyn, 1 B. & Be G., 29 

19. An equitable mortgage may be created by a deposit of 
copy of Court Eoll 

Ea parte Warner, 19 Ves., 202, Winter v. LorA Anson, 3 Euss., 493^ 
WTvhtiread v. Jordan, 1 Y. CoU,, Ex. Eq., 803. Tyhe v. WM, 6 
Beav<,, 552 

20. If deeds including several estates are deposited as an 
equitable mortgage, with a memorandum specifying only one as 
mortgaged, it is not a mortgage of the other estates mentioned 
in the deeds 

Wylde V, Madford, 83 L. J., Chanc., 61 

21. If a trustee fraudulently deposit title deeds as an equitable 
mortgage, the trust will prevail over the mortgage 

Manningford v. Toleman, 1 CoU., 670. Mailie t« McKewen, 35 Meav,, 177 
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22. A customer deposited Title Deeds of premises to secure a 
debt without any memorandum. The equitable mortgage was a 
secuiity for further advances by virtue of the banker’s general 
lien on the deeds 

JEx jparte Tweedy^ 5 Ch. D., 659 

0)1 Securiim given hj Third Parties to Banhers to secure 
advances to their customers 

7 . We have now given what appears to us to be necessary to 
explain the relations between a banker and his customer, and 
securities given by the customer ; we have now to consider the 
case where strangers give securities to bankers on behalf of their 
customers, which are much more strictly interpreted than 
securities given by the customer himself 

The general rule is this — That if a person gives a guaranty to 
a banking firm to secure advances made or to be made to another 
firm as customers, if any change takes place in either firm, either 
from death or the withdrawal of any partner ; or the adoption of 
a new one ; the guaranty holds good as to any operations which 
have already been commenced but not completed before the change: 
as, for instance, to bills accepted, discounted, or negotiated before 
the change, but which did not become payable till after it ; but it 
then becomes ipso facto void and determined as regards any new 
transactions 

These doctrines having been established by a host of cases were 
confirmed by Statute, 19 & 20 Viet. (1856), c. 97, s. 4 — 

‘‘No promise to answer for the debt, default, or miscarriage of 
another, made to a firm consisting of two or more persons, or to a 
single person trading under the name of a firm : and no promise 
to answer for the debt, default, or miscarriage of a firm consisting 
of two or more persons, or of a single person trading under the 
name of a firm, shall be binding on the person making such 
promise, in respect of anything done or omitted to be done, after 
a change shall have taken place in any one or more of the persons 
constituting the firm, or in the person trading under the name of 
a firm, unless the intention of the parties that such promise shall 
continue to be binding, notwithstanding such change, shall appear, 
either by express stipulation, or by necessary implication from the 
nature of the firm, or otherwise.” 
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If, tlierefore, it be the intention that the guaranty should be a 
continuing security, notwithstanding any change in either or both 
of the firms, such a stipulation must be clearly set forth in it 

A guaranty is also vitiated if the banker deviates in the 
slightest degree from its precise terms, for there is, in fact, a 
dealing between the banker and his customer to which th^ 
guarantor has never consented 

1. Before 1856 a guaranty required to have the consideration it 
was given for stated on the face of it ; but by the Mercantile Law 
Amendment Act, 18 & 19 Viet. (1856), c. 97, s. 3, it is enacted — 

^‘ISTo special promise to be made by any person after the pass- 
ing of this Act to answer for the debt, default, or miscarriage of 
another person, being in writing, and signed by the party to be 
charged therewith, or some other person by him thereunto law- 
fully authorised, shall be deemed invalid to support an action, suit 
or other proceeding to charge the person by whom such promise 
shall have been made, by reason only that the consideration for 
such promise does not appear in writing, or by necessary inference 
from a written document ” 

Evans v, WhyU, 5 Bing, 485. Eyre v. Baitroy, 3 Madd., 221. 

Archer v. Hale, 4 Bing,, 464. Wxteher v. Kali, 6 B. & 0., 269. 

Eonar v. MacdoTiald, 3 H. L. Oa., 226 

2. If the banker advances to his customer a sum in excess of 
the sum guaranteed, that is not a variation of the terms of the 
guaranty 

Sellers v. Jones, 16 M. <fe W., 112. Parker v. Wise, 6 M. S., 

239. Laurie v. Scholefield, L. B., 4 0. P., 622 

3. If a surety guarantees a fixed sum, and the banker advances 
to his customer beyond the sum fixed, and the customer becomes 
bankrupt, the surety is only liable for the sum he guaranteed, less 
the amount of any dividend on the bankrupt’s estate 

Ex parte Rushfooth, 10 Yes., 409. Paley v. Field, 12 Yes,, 435. 

Par dwell v. Lydall, 7 Bing,, 489. Raikes v. Todd, 8 Ad. & B., 846. 

Ex parte Brook, 2 Rose, 334. Ex parte Kolmes, M. & Oh., 301. 

Gee V. Pack, 33 L. J., Q. B., 49 

4. Bat a guaranty is not determined by the death of the 
guarantor, so long as the obligation is uncompleted 

Bradbury v, Morgan, 1 H. cfe 0., 249 

5. A guaranty, even though it states a specified time, is always 
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countermandable — except, of course, as regards any advances made 
under it 

Offord V. Davies, 12 0. B., N. S., 748 

G. Any variation between the precise terms of the guaranty 
and the actual dealing between the banker and the debtor will 
avoid the guaranty 

Glyn V. Kertel, 8 Taunt., 208. Bacon v. Chesney, 1 Stark., N. 
P. 0., 192. Bonser v. Cox, 6 Beav., 110. The General Steam 
Navigation Co, v. Bolt, 6 0. B., N. S , 550. Calvert v. the London 
Docks Co,, 2 Keen, 638 

7. A guaranty will be construed most strictly against the grantor 

Mason v Pritchard, 12 East., 227. Mayer v. Isaac, 6 M. & W.» 
605. Wood V. P)iestner, L. R , 2 Excli , 66 

8. An omission or misstatement of facts which affects the 
guarantor’s responsibility will avoid the guaranty {a) 

But an omission to state facts which do not affect the guar- 
antor’s responsibility will not do so (&) 

If the creditor knows that the principal has committed an act 
of dishonesty, and does not inform the surety, he is discharged (c) 

(а) Pidcoch V. Bishop, 3 B. & 0., 605. Jackson v. Duchaire, 3 T, 
R., 551. Mayhem v. Crickett, 2 Swanst., 189. Gly7i v. Bertel, 8 
Taunt., 208. Stone v. Compton, 5 Bing., R. 0., 142. Pledge v. 
Buss, John, 663. Swan v. Bank of Scotland, 1 Beac , 272. Blest v* 
Brovm, 8 Jur., N. S., 602, Lee v. Jones, 17 0. B,, N. S., 482 

(б) Bamilton v. Watson, 12 01. & F,, 109. No? th B? itish Insurance 
Co, V. Lloyd, 10 Exoli., 523 

(c) Phillips V. Foxall, L. R., 7 Q. B., 666 

9. If the creditor, without the surety’s knowledge and consent, 
gives the principal debtor time by a positive legal contract which 
suspends his right of action against him — and is not a mere for- 
bearance to sue : or if he obtains execution against him and then 
withdraws it (1): or agrees that the debtor’s estate shall be 
administered for the benefit of the creditors, “ in like manner as 
if he had obtained a discharge in bankruptcy ” (2) : the surety is 
discharged (a) 

But not if it is done with the surety’s knowledge and consent (6) 
(a) Nishet v. Smith, 2 Bro., 0. 0., 579. Bees y. Berrington, 2 
Yes., jun., 540. Samuell v. Bowarth, 3 Mer., 272. Creighton y, 
Jtankin, 7 Cl. & F., 346. Byre y. Everett, 2 Russ., 381. Beath y. 
Key, 1 Y. & Jer., 434. Bowell v. Jones, 1 0. M. B., 97. Combe 
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Y. Woolfs 8 Bing., 156. Orme v. Youngy Holt, N. P. 0., 84. Boultbee 
Y* Stubbs, 18 Yes., 20. Banic of Ireland T. Beresford, 6 Bow., 233. 
Perfect v. Musgrave, 6 Price, 111 

(1) May hew y. Crichett, 2 Swanst., 191 

(2) Cragoe v. Jones, Xt. E., 8 Exch., 81 
(5) Tyson v. Oox, Turn. & Buss., 395 

10 But an additional and collateral securifcy which does not 
suspend the creditor’s right of action does not discharge the surety 
Twopenny Y. Young, 3 B. & 0., 208. Bell v. Banhs, 3 M. <fc 
a., 258 

11. If the principal debtor is discharged by operation of law, 
as by a certificate of bankruptcy, the surety is not discharged 

Brown y. Carr, 7 Bing., 508. Langdale y. Parry, 2 Bow. 
Ey., 837 

12. If the creditor takes a security of a higher order, such as a 
specialty instead of a simple contract, the latter is “merged” and 
the surety is discharged 

But if the remedy against the surety is expressly reserved in 
the specialty, the surety is not released, even though it is given 
without his knowledge 

For a specialty to operate as a merger it must coincide exactly 
in amount and with the parties, with the simple contract 

Ew parte Carstairs, Buck, B. 0., 560. Ex parte Qlendinning, 
Bud£, B. 0., 517. Ex pai te Gijford, 6 Yes., 805. Boales y. Mayor, 
19 0. B., N. S., 76. Kearsley v. Cole, 16 M. <fc W., 128. JSooper Y. 
Marshall, L. E., 5 0. P., 4. Bateson y. Gosling, L. E., 7 0. P., 9. 
Teede y. Johnson, 11 Exch., 840 

18. If the holder of a security agrees with the principal debtor 
to give time to the surety, he thereby discharges the surety 

Oriental Financial Co. y. Overend Co., L. E., 7 Oh. Ap., 142 . 


On Dock Warrants and Bills of Lading 

8 , Bills of Lading and Dock "Warrants are titles to certain 
specific goods; they therefore follow the law of goods and are 
Assignable Instruments, but not Negotiable Instruments 

Hence the real owner does not lose his Property in them 
though they have been lost or stolen, and sold for value to an 
innocent purchaser. He can recover them in the hands of an 
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innocent holder for value just in the same •way as he can recover 
the goods themselves 

Qurney t. Belirend, 3 El. & Bl., 622. Mangles v. Dixon, 3 H. L.« 
Ca. 702 


The Factors^ Acts 

It was established by a long series of cases that a factor could 
not pledge the goods of his principal by indorsing and delivering 
the bill of lading, although he might sell them, and confirmed 

by— 

Mai tint Y. ColeSi 1 M. & S., 140. Shipley y. Kymer, 1 K, & S., 
484. Newsom y. Thornton^ 6 East., 17 

But this doctrine was altered by Statute 4, Geo., 4 (1824), o. 
83, amended Statute 6 Geo., 4 (1826), c. 94, commonly called the 
Factors’ Act 

By this latter Act it was enacted, § 1 — 

Any person or persons intrusted for the purpose of consign- 
ment or of sale with any goods, wares, or merchandise, and who 
shall have shipped such goods, wares, or merchandise, in his, her, 
or their name or names, and any person or persons in whose name 
or names any goods, wares, or merchandise shall be shipped by any 
other person or persons, shall be deemed and taken to be the true 
owner or owners thereof, so far as to entitle the consignee or 
consignees of such goods, wares, and merchandise to a lien thereon, 
in respect of any money or negotiable security or securities ad- 
vanced or given by such consignee or consignees to or for the use 
of the person or persons in whose name or names such goods, 
wares, or merchandise shall be shipped, or in respect of any money 
or negotiable security or securities received by him, her, or them 
to the use of such consignee or consignees in the like manner to 
all intents and purposes as if such person or persons was or were 
the true owner or owners of such goods, wares, and merchandise. 

** Provided such consignee or consignees shall not have notice 
by the Bill of Lading for the delivery of such goods, wares, and 
merchandise, or otherwise, at or before the time of any advance of 
such money or negotiable security, of such receipt of money or 
negotiable security in respect of which such lien is claimed, that 
such person or persons so shipping in his, her, or their own name 
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or names, or in whose name or names any goods, wares or mer- 
chandise shall be shipped by any person or persons, is or are nob 
the actual and bond fide owner or owners, proprietor or proprietors, 
of snch goods, wares, and merchandise so shipped as aforesaid” 

By 8. 2. — “ Any person or persons intrusted tviih and in pos-* 
session of any Bill of Lading, India Warrant, Dock Warrant, 
Warehouse keeper’s certificate, Wliarfinger’s certificate, Warrant 
or Order for delivery of goods, shall be deemed and taken to bo 
the true owner or owners of tlxe goods, wares, and merchandise 
described and mentioned in the said several documents herein- 
before stated respectively, or of them, so far as to give validity to 
any contract or agreement thereafter to be made or entered into 
by snch person or persons so intrusted and in possession as afore- 
said, with any person or persons, body or bodies politic or cor- 
porate, for the sale or disposition of the said goods, wares, and 
merchandise, or any part thereof, or for the deposit and pledge 
thereof or amj pevrt thereof as a security for any money or 
negotiable instrument or instruments advanced or given by such 
person or persons, body or bodies politic and corporate, upon the 
faith of such several documents or either of them 

“ Provided such person or persons, body or bodies politic or 
corporate, shall not have notice by such documents or either of 
them or otherwise, that such person or persons so intrusted as 
aforesaid is or are not the actual and lojid fide owner or owners, 
proprietor or proprietors, of such goods, wares, or merchandise, so 
sold or deposited, or pledged as aforesaid ” 

As to the meaning of “ a person intrusted with” the documents 
mentioned, see — 

Close V. JSolmes, 2 Moo. & Rot., 22. PJiilips v. Hutk, 6 M. (Sr W., 
572. Hatfield v. PhilUpSt 9 M. & W., 647 ; 14 M. <fc W., 665. Bonzi 
V. Stewartf 5 Scott., N. R., 1; 4 M. <fe G., 295 

In consequence of these decisions, the Statute 5 <fe 6 Yict. 
(1842), c. 39, was passed, which enacted, s. 1 — “Any agent who 
shall hereafter be intrusted with the possession of goods, or of the 
documents of title to goods, shall be deemed and taken to be the 
owner of such goods and documents so far as to give validity to 
any contract or agreement by way of pledge, lien, or security bond 
fide made by any person with such agent so intrusted as aforesaid, 
as well for any original loan, advance, or payment, made upon the 
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security of such goods or documents, or also for any further or 
continuing advance in respect thereof, and such contract or agree- 
ment shall be binding upon and good against the owner of such 
goods, and all other persons interested therein, notwithstanding 
the person claiming such pledge or lien may have had notice that 
xhe person with whom such contract or agreement is made is only 
an agent ” 

S. 2 enacts — “ Where any such contract or agreement for pledge, 
lien, or security shall be made in consideration of the delivery or 
transfer to such agent of any other goods or merchandise or 
documents of title, or negotiable security, upon which the person- 
so delivering up the same had at the time a valid and available 
lien and security for or in respect of a previous advance by virtue 
of some contract or agreement made with such agent, such con- 
tract and agreement, if lojiS, fide on the part of the person with 
whom the same may be made, shall be deemed to be a contract 
made in consideration of an advance within the true intent and 
meaning of the Act, and shall be as valid and effectual, to all 
intents and purposes, and to the same extent, as if the considera- 
tion for the same had been a Iona fide present of money 

“ Provided that the lien acquired under such last-mentioned 
contract or agreement upon the goods or documents deposited in 
exchange shall not exceed the value at the time of the goods and 
merchandise which, or the document of title to which, or the 
negotiable security which shall be delivered up and exchanged” 

8. 8,— This Act and every matter and thing herein contained, 
shall be deemed and construed to give validity to such contracts 
and agreements only, and to protect only such loans, advances, 
and exchanges, as shall be made 'bona fide, and without notice that 
the agent making such contracts or agreements as aforesaid, has 
not authority to make the same, or is acting mala fide in respect 
thereof against the owner of such goods and merchandise 

“Nothing herein contained shall be construed to extend or 
protect any lien or pledge for or in respect of any antecedent debt, 
owing from any agent to any person with or to whom such lien or 
pledge shall be given, nor to authorise any agent intrusted as afore- 
said in deviating from any express orders or authority received 
from the owner: but that for the purpose and to the intent of 
protecting all such bond fide loans, advances, and exchanges as 

UH 


roL. II. 



466 


THEOUT AND PRACTICE OP BANKING 


afor<said (tliough made with notice of such agent not being the 
owner, hnt wirhont any notice of the agent’s acting without 
authority), and to no further or other interest or purpose such 
contract or agi-eement as aforesaid shall he binding on the owner 
and all other persons interested in such goods ” 

S. 4. — “ Any Bill of Lading, India Warrant, Dock Warrant, 
Warehouse keeper’s Certificate, Warrant, or Order for delivery of 
goods, or any other document used in the ordinary course of 
business as proof of the possession or control of goods, or author- 
ising, or purporting to authorise, either by indorsement or by 
delivery, the possessor of such document to transfer or receive 
goods thereby represented, shall be deemed and taken to be a 
Document of Title within the meaning of this Act: and any agent 
intrusted as aforesaid and possessed of any such document or title 
whether derived immediately from the owner of such goods, or 
obtained by reason of such agent’s having been intrusted with 
the possession of the goods, or of any other documents of title 
thereto, shall be deemed and taken to have been intrusted with 
the possession of the goods represented by such document of title 
as aforesaid, and all contracts pledging or giving a hen upon such 
documents of title as aforesaid, shall be deemed and taken to be 
respectively pledges of and liens upon the goods to which the same 
relates ; and such agent shall be deemed to be possessed of such 
goods or documents, whether the same shall be in his actual 
custody, or shall be held by any other person subject to his control 
or for him, or on his behalf 

“ Whether any loan or advance ^all be Txm&fide made to any 
agent intrusted with and in possession of any such goods or docu- 
ments of title as aforesaid, on the faith of any contract or agree- 
ment in writing to assign, deposit, transfer, or deliver such goods 
or documents of title as aforesaid, and such goods or documents of 
title shall actually be received by the person making such loan or 
advance, without notice that such agent was not authorised to 
TnaVA such pledge or security, every such loan or advance shall be 
deemed and taken to be a loan or advance on the security of such 
goods and documents of title within the moaning of this Act, 
though such goods or documents of title shall not actually be 
received by the person making such loan or advance till the 
period subsequent thereto 
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Any contract or agreement whether made direct with such 
agent as aforesaid, or with any clerk or other person on his behalf, 
shall be deemed a contract or agreement with such agent ; and any 
payment made, whether by money or bills of exchange, or other 
negotiable security, shall be deemed and taken to be an advance 
within the meaning of this Act : and an agent in possession as 
aforesaid of such goods or documents, shall be taken for the 
purposes of this Act to have been intrusted therewith by the 
owner thereof, unless the contrary can be shewn in evidence ” 

By 6 Q-eo. 4 (1825), c. 94, s. 3, it is enacted — ‘‘ In case any 
person or persons, body or bodies politic or corporate, shall accept 
and take any such goods, wares, or merchandise, in deposit or 
pledge from any such person or persons so in possession and in 
trust as aforesaid, without notice as aforesaid, as a security for 
any debt or demand due and owing from such person or persons 
so intrusted and in possession as aforesaid, to such person or 
persons, body or bodies politic and corporate, before the time of 
such deposit or pledge, then and in that case such person or 
persons, body or bodies politic or corporate, so accepting or 
taking such goods, wares, or merchandise in deposit or pledge, 
shall acquire no further or other right, title or interest in or upon, 
or to the said goods, wares, or merchandise, or any such document 
as aforesaid, than was possessed, or could or might have been 
enforced by the said person or persons so possessed and intrusted 
as aforesaid, at the time of such deposit or pledge as a security as 
last aforesaid : but such person or persons, body or bodies politic 
or corporate, so accepting or taking such goods, wares, or mer- 
chandise in deposit or pledge, shall and may acquire, possess and 
enforce, such right, title or interest as was possessed and might 
have been enforced by such person or persons so possessed and 
intrusted as aforesaid ” 

As to what constitutes antecedent debt, see — 

Jewan v. Whitworth, L. R., 2 Eq., 602. Macnee v. Gorst, L. B. 

4 Eg., 815 

S, 4. — “ It shall be lawful to and for any person or persons 
body or bodies politic and corporate, to contract with any agent 
or agents intrusted with any goods, wares, or merchandise, or to 
whom the same may be consigned, for the purchase of any such 
goods, wares, or merchandise, and to receive the same and pay for 

HII 2 
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the same to such agent or agents ; and such contract and payment 
shall be binding upon and good against the owner of such goods, 
wares, and merchandise, notwithstanding such person or persons, 
body or bodies politic or corporate, shall have notice that the 
person or persons making and entering into such contract, or on 
whose behalf such contract is made or entered into, is an agent or 
agents 

“ Provided such contract and payment be made in the usual 
and ordinary course of business, and that such person or persons, 
body or bodies politic or corporate, shall not, when such contract 
is entered into or payment made, have notice that such agent or 
agents is or are not authorised to sell the said goods, wares, and 
merchandise, or to receive the said purchase money ’’ 

On this section see — 

Baines v. Swainsorit 4 B. Sm., 270. Fuentes v. Montis t B. R., 
3 0. P., 268 : 4 0. P., 93. Cole v. North Western Banh^ L. R., 9 0, 
P,, 470 : affirmed in Ex. Oh., 10 0. P,, 354 

g, 5. — « It shall be lawful to and for any person or persons, 
body or bodies politic or corporate, to accept and take any such 
goods, wares, and merchandise, or any such document as aforesaid, 
in deposit or pledge from any such factor or factors, agent or 
agents, notwithstanding such person or persons, body or bodies 
politic or corporate, shall have such notice as aforesaid that the 
person or persons making such deposit or pledge is or are a factor 
or factors, agent or agents ; but then and in such case such person 
or persons, body or bodies politic or corporate, shall acquire no 
further or other right, title or interest in or upon or to the said 
goods, wares, or merchandise, or any such document as aforesaid, 
for the delivery thereof, than was possessed or could or might have 
been enforced by the said factor or factors, agent or agents, at the 
time of such deposit or pledge as a security as last aforesaid : but 
such person or persons, body or bodies politic or corporate, shall 
and may acquire, possess and enforce such right, title or interest, 
as was possessed and might have been enforced by such factor or 
factors, agent or agents, at the time of such deposit or pledge, as 
aforesaid 

On this section see— 

Blandy v. Allant Bans. & LI., 22. Fletcher v. Heathy 7 B. 0., 
517. Thomson v. Farmer ^ 1 Moo. <& Ma., 48 
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9 . 1 . These Statutes are limited to mercantile transactions 
JFood V. Bowcliffe, 6 Hare, 183. Monk v. Whittenhwry, 2 B. & 
Ad., 484. Lamh v. Attenbormgh, 1 B. <fe Sm., 831. Jenkyns v. 
XJsbome^ 8 Scott., N. B., 506. Van Casteel v. Booker, 2 Exoh., 691 

See also — 

GoUnd Chunder Sein v. Byan, 9 Moo. Ind. Ap., 140. Shepjpard 
V. Union Bank of London, 7 H. cfe N., 661 

2. Dock ‘VTarrants are assignable instruments, and being duly 
indorsed and delivered, the property in the goods they represent 
passes by the delivery of the instrument, so as to empower the 
holder to take possession of the goods. And if the Assignor 
becomes bankrupt his assignees have no title to the goods 

Zwinger v. Samuda, 1 Moor, 12. Lucas v. Dorrien, 1 Moor, 29* 
Spear v. Travers, 4 Camp., 251 

8. A broker gave a banker a letter of hypothecation of goods, 
promising to lodge the warrants for them next day. Having 
failed to do so after repeated applications, the banker obtained the 
keys of the warehouse and took possession of the goods. Bacon, 
V. 0., held that the banker had acquired a good title to the goods 
under the Factors’ Act, 5 <& 6 Viet. (1842), c. 89, s. 4 

Lx parte North Western Bank, re Slee, 42 L. J., Bank, 6 

4. Bills of Lading made out to the order of the shipper or 
consignee are instruments assignable by indorsement and delivery, 
so as to transfer the property in the goods to a bo7i& fide indorsee 
for value, in the absence of any notice of fraud, insolvency, or 
want of title in the indorser 

If the consignee or vendee becomes insolvent, the unpaid vendor 
or consignor may stop the goods in transitu before they have been 
delivered to the vendee, consignee, or his agent 

But if the consignee or vendee has assigned the Bill of Lading 
for valuable consideration to an indorsee, who has no notice of his 
fraud or insolvency, such an indorsement and delivery will defeat 
the unpaid vendor’s right of stoppage in transitu 

Lickbarrow v. Mason, 2 T. E., 63. Smith’s L. 0., vol. I., p. 766. 
Cuming v. Brown, 9 East., 506. Gurney v. Behrend, 3 El. <fe BL, 
622. The Marie Joseph, L. B., 1 P. 0., 219. The Argentina, L. B., 
1 Ad. & Ec., 370. Bodger v. The Comptoir d'Escompte de Baris, L. 
B., 2 P. 0., 393. Gilbert v. Guignon, L. B., 8 Oh., Ap. 16 

5, The forbearance or release of an antecedent debt is not a 
good consideration for an engagement to indorse Bills of Lading 
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which had not yet come info the consignee’s hands, so as to defeat 
the unpaid vendor’s right of stoppage in transitu 

Rodger v. The Cumptoir d’Rteompte de Farit, L. B., 3 F. C., SOS 

6. A Bill of Lading in which the words “ or order or assigns” 
are omitted is not an aasignahle instrument. [But this is cured 
now by the Supreme Court of Judicature Act] 

But where the consignee of a Bill of Lading withont the wonls 
“or order or assigns" had actually rweived the, goods and had 
assigned them over to a Bank for valuable consideration, who thus 
united in themselves the legal and equitable title to the gomls, the 
omission of the words “ or order or assigns ” is not sufficient to 
give the indorsees constructive notice of some equitable arrange- 
ment between the consignor and the a.ssignce 

Henderton v. The Comptoird'Eseomptede Farit, F. 0.,3S3 

7- When a Bank had discounted Bills of Exchange to a large 
amount on the express agreement that they should be accompanied 
by shipping documents, which the sellers failed to give ; nml, 
being pressed by the Bank, indorsed another Bill of Lading in 
subsititution of the documents first promistd, it was held to bo 
indorsed for valuable consideration, and to defeat the consignor’s 
right of stoppage i/i frtam/u 

The Chartered Bank of India, Aaetriilia, and China r. Henderton, 
L. R., 6 P. 0., 501 

8. A person to whom an indorsed Bill of Lading was sent by 
mistake by the consignor cannot assign it so as to defeat Itomi fide 
assignees of others of the same set of Bills of Lading for value 

Gilbert y. Quignon, L. E., 8 Oh. p., 18. Sehuittr v, XaeKeUar, 

7E.& B., 701 

9. If the indorsee knew that the consignee was in inaolvont 
cironmstanccs, and had not paid for the gc^s ; and that no bill 
had teen given for tliem, or that one having been accepted, it was 
not likely to be paid, the assignment is void against the unpaid 
vendor 

Cuming v. Frown, 0 Bast., 606 

10. Formerly the indorsement and delivery of a Bill of Lading 
was sufficient to transfer the property in the goods, hub it did not 
transfer the contract to tlie assignee. But the 18 & 19 Viet. 
(1855), c. Ill, enacts — 

S. 1.— “Every consignee of goods named in a Bill of Iiading, 



THE EACTOBS’ ACTS 


471 


nnd every indorsee of a Bill of Lading (o tchoin the property in 
the goods therein mentioned shall pnss, upon or hy reason of such 
consignment or indorsement, dvoM have transferred to and vested in 
him all rights of suit, and Iw subject to the same liabilities in 
respect of such goods, as if the contract contained in the Bill of 
Lading had been made witii himself” 

Short V. Simpsout h* B., 1 0. P., 248. The St, Clmidt Br. Ss Lush, 
Ad. 0. 4. Dracachi v. The AngUuEijyptian Bunk, L. B., 8 C. 
P., 100. The Freedom, L. E., 8 P. C., 60i. Fox v. Nott, C H. & 
N., 630. 

11. A nude assignee of the Bill of Lading cannot sue in a Court 
of Common Law under the Statute 18 & 19 Viet. (Idfir)), c. Ill, 
nor in the Admiralty Court, under the Stat. 2i Vict. (18(11), c. 13 
The St, Cloud, Br. & Lush., Ad. Ca., 4. 

S. 2, — “Nothing herein (Jontained shall prejudice or affoefc any 
ri"hfc of stoppaj^e irtpisifu, or any ri.s>:ht to claim freight against 
the original shipper or owner, or any liability of the consignee or 
indorsee by reason or in consequence of his being such consignee 
or indorsee, or of his receipt of the goods by reason, or in conse* 
queuce of, such consignment or indorsement"^ 

S. 8. — Every Bill of Lading in the hands of a consignee or 
indorsee for valuable consideration, representing goods to have 
been shipped on board a vessel, shall be conclusive evidence of 
such shipment as against the master or other person signing the 
same, notwithstanding that such goods, or some part thereof, may 
not have been so shipped, unless such holder of the Bill of Lading 
shall have had actual notice at the time of receiving the same 
that the goods had not been in fact laden on board 

Provided that the master or other person so signing may 
exonerate himself in respect of such misrepresentation by shewing 
that it was <‘,iiused without any default on his part, and wholly by 
the fraud of the shipper, or the holder, or some person under 
whom the owner claims ” 

Wlicre goods are at sea the parting with the Bill of Lading 
which is the symbol of the goods, is parting with the ownership 
of the goods themselves : and this principle applies to goods 
which for the convenience of the parties have been landed at a 
sulFerance wharf. (11 & 12 Yiot. [IS-ISJ, c. xviii, and 25 and 
2G Vict. [1^02], a 68, s. 67.) 
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The Bill of Lading is a living instrument so long as the 
engagement of the shipowner has not been completely fulfilled, 
and the transfer of it for value passes the absolute property in the 
goods. And it has not been fulfilled so long as the goods, though 
landed at a wharf, are subject to a stop order 

The person wfiio first gets the Bill of Lading (though only otio 
of a set of three) gets the property in the goods it represents : ho 
need not do any act to assort his title — which the transfer of the 
Bill of Lading itself renders complete: and any subso(|uent 
dealings with the others are subordinate to the rights passed by 
that one 

MyersUin v. Barber, L. R., 2 C. P., 38 ; 601. 4 H. L., 317. 

12. If Bills of Exchange are sent to be accepted and a Bill of 
Lading along with them to protect the Bills of Exchange, if the 
consignee refuses acceptance of the Bills of Exchange he cannot 
retain the Bill of Lading 

A Bill of Lading retained in such a manner conveys no pro- 
perty in the goods to an assignee of the Bill 

Shejpherd y- Harrison, L. B., 4 Q. B., 106 ; 493. 5 H. L., IIG. 

Factors* Acts Amendment Act, StaL 1877, c. 39 

10. Whereas doubts have arisen with respect to the true 
meaning of certain provisions of the Factors’ Acts, and it is ex- 
pedient to remove such doubts and otherwise to amend the said 
Acts, for the better security of persons buying or making advances 
on goods, or documents of title to goods, in the usual and ordinaiy 
course of mercantile business : 

Be it enacted by the Queen’s most Excellent Majesty, by and 
with the advice and consent of the Lords Spiritual and Temporal, 
and Commons, in the present Parliament assembled, and by the 
authority of the same, as follows : 

1. In this Act, the expression ^‘the principal Acts ’’means 
the following Acts : that is to say, 

The Act of the 4th Geo. IV. (1823), c. 83 
The Act of the 6th Geo. IV. (1825), c. 94 
The Act of the 5th and 6th of Her Majesty (1842), c. 39 

And the said Acts and this Act may be cited for all purposes 
as the Factors’ Acts, 1823 to 1877” 
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2. Where any agent or pei'son has hecn cntrastccl with and 
continues in the possession of any goods, or documents of title to 
goods, within the meaning of the printiipal Acts as amended by 
this Act. any revocation of his entrustmcnt or agency shal l not 
prejudice or affect tlic title or rights of any other person who, 
without notice of such revocation, purelniscs such goods or 
documents 

5. Where any goods have boon sold, and the vendor or any 
pereon on his behalf contiunes or is in possession of the documents 
of title thereto, any sale, pledge, or otlier disposition of the goods 
or documents made by such vendor or any iiorson or agent entrusted 
by the vendor with the goods or documents within the moaning of 
the principal Acts as amended by this Act so continuing or being 
in jmsscasion, shall be as valid and effectual as if such vendor or 
ptu-son were an agent or person entrusted by the vendee with the 
goods or documents within the. meaning of the principal Acts as 
amended by this Act, provided the pcm>n to whom the sale, pledge 
or other disposition is made has not notice that the goods have 
been previously sold 

4. Where any goods have been sold or contracted to be sold, 
and the vendee or any {lerson on his behalf, obtains the possession 
of the documents of title thereto from the vendor or his agents, 
any sale, pledge, or disposition of such goods or documents by such 
vendee so in possession or by any other person or agent entrusted 
by tlie vendee with the documents witliin the meaning of the 
principal Act as amended by this Act shall be as valid and effectual 
as if such vendee or other person were an agent or person entrusted 
by tho vendor witli the documents within the meaning of the 
principal Act as amended by this Act, provided the person to 
whom tho sale, pMge, or other dis}) 08 itiou is made has not notice 
of any lieu or other right of the vendor in respect of the goods 

6. Where any document of title to goods has been lawfully 
indorsed or otherwise transferred to any person as a vendee or 
owner of the goods, and such pei-son transfers such document by 
indorsement (or by delivery where the document is liy custom, or 
by its express terms transferable by delivery, or niahes the goods 
deliverable to the bearer) to a person who takes the same bond 
fide and for valuable consideration, the last-mentionetl transfer 
shall have the same effect for defeating any vendor’s Ucn or right 



474 


TIIEOKY AND PRACTICE OE BANKING 


of stoppage in transitu as the transfer of a bill of lading has for 
defeating the right of stoppage in transitu 

6. This Act shall apply only to acts done and rights actiuircd 
after the passing of this Act 

On Bills of Lading 

11* The case of Bills of Lading is another unfortunate in- 
stance of a conflict between the Courts of Law and the mercantile 
community, arising from the dogma which Lord Kenyon imposed 
on the Judges that chose$-m-aciio7i are not transferable by the 
Common Law of England, so as to allow the transferee to sue the 
obligor in his own name. And in this case it was an entirely 
erroneous application of that dogma 

Ever since Bills of Lading had come before the Courts the 
Judges had acknowledged that a Bill of Lading, made transferable 
by the shipmaster, was sufficient to transfer and vest the property 
in the goods in the consignee, or indorsee. But by an incom- 
prehensible distinction it was held that though the Bill of Lading 
vested the legal property of the goods in the indorsee, yet that it 
did not transfer the contract to deliver them : and therefore that 
the indorsee of the Bill of Lading could nob sue the shipmaster in 
his own name, but must sue in the name of the consignor 

This dogma having been incidentally asserted in several cases, 
was formally decided in the case of Thontpson v. Lomimj (1*1 
IL & W., 403) 

In this case the indorsee of a transferable Bill of Lading sued 
the owner of the ship in his own name 

Parke, B. (afterwards Lord Wensleydale) admitted that the 
Bill of Lading was transferable from hand to hand ; and it passed 
the property in the goods mentioned in it ; but he never heard of 
an action being brought on it, and thought such an action <iuito 
untenable. By the law of England a chose-in-action is nob trans- 
ferable: by the custom of merchants it is transferable in one 
instance, that of a Bill of Exchange : but there is no authority to 
shew that a Bill of Lading is transferable under such a custom, so 
as to enable a party to bring an action upon it 

It is remarkable that this decision was in flat contradiction to 
a case decided in the same Court only a few months prcviouslv 
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In Franklin v. Keate (13 M. & W., 481) a person had pawned 
a watch as security for a loan. He then S(4(l the watch to another 
person. The transferee sued the pawnbroker for the watch on 
paying off the loan and charges. The pawnbroker refused to 
deliver the watch to any person but the original owner ; because a 
chose-in-action was not transferable 

But the Court unanimously held that the transferee had ac- 
quired the legal property in the watch, and had the right to sue 
for it in his own name, as he had acquired the same rights as the 
original pawnor 

It would be impossible to imagine two cases in which the 
decisions were in more flagrant contradiction than those of Thom})’- 
son V. Dominy and F)'a}Min v. Neaie 

It is perfectly evident that the transferees in both cases w'orc 
exactly in the same position. By the acknowledgement of the 
Court, they had in each case acquired the legal property in the 
goods : yet in one case the Court held thafc he had the right to 
sue, and in the other that he had not. In the case in which the 
bailee had not consented to return the watch to any one but the 
original pawnor, the Court held that the transferee might sue : in 
the case where the bailee had expressly consented to deliver the 
goods to any assignee, the Court held that the indorsee had no 
right to sue ! 

In this case the Court lost sight of the fundamental distinction 
between a Bill of Lading and a Bill of Exchange. A Bill of 
Lading is a title to certain specific goods, and the indorsee of the 
Bill acquires the legal property in these Siiecific goods : and who 
but the legal owner of the goods can have the right to sue ? The 
shipmaster and the pawnbroker were merely bailees of the goods. 
But a Bill of Exchange is not a title to any specific money : it is 
a mere right of action against a person to pay a sum of money ; 
and the Bill can transfer nothing but the right of action. A Bill 
of Lading is not a chose-in-actioji : it is a chose in possession. 
Even, therefore, if the dogma that no choses-m-adion except Bills 
of Exchange were transferable by the law of England, it did not 
apply to the case of Bills of Lading 

The dogma of the Courts being thus in hopeless conflict with 
the interest of the mercantile community, had to be remedied by 
Act of Parliament, as in the case of Promissoiy Notes 
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Bills of Lacing Armndrmnt Act, Slot. 1855, c. Ill 

12. Whereas bj the custom of merchants a Bill of Lading of 
goods being transferable by indorsement the property in the goods 
may thereby pass to the indorsee, but nevertheless all rights in 
respect of the contract contained in the Bill of Lading continue 
in the original shipper or owner, and it is expedient that such 
rights should pass with the property : And whereas it frequently 
happens that the goods in respect of which Bills of Lading pur- 
jiort to be signed have not been laden on board, and it is proper 
that such Bills of Lading in the hands of a hon& fide holder for 
value should not be questioned by the Master or other person 
signing the same on the ground of the goods not having been 
laden as aforesaid : Be it therefore enacted by the Queen’s most 
Excellent Majesty, by and with the advice and consent of the 
Lords Spiritual and Temporal, and Commons, in this present 
Parliament assembled, and by the Authority of the same, as 
follows ; 

I. Every Consignee of Goods named in a Bill of Lading, 
and every indorsee of a Bill of Lading to whom the Property in 
the Goods therein mentioned shall pass, upon or by reason of such 
consignment or indorsement, shall have transferred to and vested 
in him aE rights of suit, and be subject to the same habihties in 
respect of such goods as if the contract contained in the BiU of 
Lading had been made with himself 

II. Nothing herein contained shall prejudice or affect any 
Eight of Stoppage in transitu, or any Eight to claim freight 
against the original shipper or owner, or any Liabihty of the 
consignee or indorsee, by reason or in consequence of his being 
such consignee or indorsee, or of his receipt of the goods by 
reason or in consequence of such consignment or indorsement 

IIL Every BiE of Lading in the hands of a consignee or 
indorsee for valuable consideration representing goods to have 
been shipped on board a vessel shaE be conclusive evidence of 
such shipment as against the master or other person signing the 
same, notwithstanding that such goods or some part thereof may 
not have been so shipped, unless such holder of the BEl of T-afRng 
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shall have had actual notice at the time of receiving the same 
that the goods had not been in fact laden on board : Provided 
that the master or other peraon so signing may exonerate himself 
in respect of such misrepresentation by showing that it was 
caused without any default on his part, and wholly by the fraud 
of the shipper, or of the holder, or some person under whom the 
Holder claims 
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CHAPTER XX 


ON THE LAW OP CREDIT, BILLS AND NOTES 
Preliminary Remarks 

Ii has already been stated in a former part of this work, that 
the author was selected by the Law Digest Commissioners to 
prepare the National Digest of the Law of Credit, Bills and Notes 
for the guidance of the Courts of Law, in contemplation of the 
fusion of Law and Equity which was afterwards effected by the 
Supi’eme Court of Judicature Act 

.As all the Courts were henceforth to administer both Law and 
Equity, it was necessary to combine both the rules of Law and 
Equity relating to Credit, Bills and Notes 

Most of the usual treatises on Bills of Exchange are merely 
collections of Common Law cases relating to them, and they take 
very slight notice of the cases in Equity. But the number of 
cases in Equity is very little, if at all, less than those in Common 
Law. Moreover, the rules of Equity relating to Credit conflict in 
several important points with the rules of Common Law : and the 
Act provides that in all cases where the rales of Equity conflict 
with those of Common Law, the rules of Equity shall prevail 
The author’s Digest was therefore a complete exposition of the 
principles both of Law and Equity relating to Credit, BiUs and 
Notes. But the commissioners discontinued the work, so that it 
was never published ofiicially : but the author included several 
important portions of it in the third edition of this work 

Since then the Bills of Exchange Act of 1882 has been passed, 
which is entitled “ An Act to Codify the Iiaw relating to Bills of 
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Exchange.” It might perhaps be suppraed from the title that it 
was a codification of the rchok Law relating to Bills and Notes. 
But snch an idea is an entire delusion. Omitting wholly obsolete 
cases wliich may have been reversed, and are otherwise useless, it 
may be estimated that there are at least 8,000 oases in Ijaw and 
Equity which ought to be included in any Act which has any 
pretensions to be called a code of “ the Law ” on the subject 
The Bill upon which the Act was founded contained references 
to exactly IOC cases : and though perhaps some of these might be 
considered as representative cases, yet it is a matter of certainty 
that it does not contain one-tenth part of the whole Law 

Nor does it contain any exposition of scientific principles ; and 
only a very few references to cases in Equity. In fact it is nothing 
more than a series of dogmatic rules on a very small part of the 
suliject, and is perfectly inadequate as a practical code 

It would 1)0 utterly impossible to give a complete code of the 
Law of Bills and Notes in this work, as it would require a treatise 
considerably larger than the work itself 

The line we have endeavoured to draw is this: There are 
certain legal doctrines and cases which are al)8olutely indispensable 
for a banker to bo familiar with in his daily business, any one of 
which may occur in practice at any instant. There are other 
doctrines and cases which are only necessary to be known, when 
the banker is unhappily drawn into legal proceedings ; in these 
cases he will bo in the hands of, and be guided by, his solicitol 
and counsel 

We have endeavoured to give a selection of those doctrines 
and cases only which are comprised under the former of these 
divisions 

In endeavouring however to draw this line, we are sure that 
every one conversant with the subject must be aware of the 
difficulty of stdecting out of the great mass of cases ami decisions, 
those only which are fundamental, and passing over those which 
are only of secondary importance 

In the present chapter the results of onr own work on the 
Digest and the Bills of Exchange Act, 1882, are incorporated. 
Those clauses which are taken from the Act are distinguished 
by an asterisk 
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Definitions and General Principles 

On the Origin and Nature of Credit or Debt 

1, 1. When one person borrows” money, or buys goods 
from another ‘‘ on credit ” an Obligation, or Contract, is created 
between these two persons, consisting of two parts — 

(a) A Sriglit to Demand payment is created in the 
person of the lender or seller 

(5) A Duty to pay is created in the person of the 
borrower or buyer 

2. The lender or seller’s Right to Demand payment is termed a 
Credit : and the borrower’s or buyer’s Duty to jgay is termed a 

Debt 

8. But in law and common usage the Right to demand pay- 
ment is also called a Debt 

4. The word Debt is, therefore, used indiscriminately to mean 
the Right to demand as well as the Duty to pay: and it mast 
always be observed from the context of the passage m which sense 
it is used 

5. Hence Credit or Debt in Legal, Commercial, and Eco- 
nomical language, means a Right of Action against a person for a 
sum of money 

6. Such a Right, Credit, or Debt is a Ghose-in-action^ and is 
included under the term Goods and Chattels 

Sheppaard. A grand Alridgmcnt of the Common and Statute Law 
of England, 1676. p, 329. Ford <fe Sheldon^ 8 Case, 12 Co, Bop., 2* 
Eyal V, Bou'lesy 1 Ves,, son., 348. Stephen’s Blackstone,Vol. I., oh. 6 

7. A creation or declaration of trust of a Debt, or 0hose4n^ 
action^ may be made by mere words, without writing, and when 
once made is irrevocable, except by consent of all parties 

Nab V. Nab, 10 Mod., 404. Fordyce v. Williaim, 3 Bro., C. 0., 
677. Ardern v. Boioney, 6 Esp., 266. Bayley v. Bonlcott, 4 Buss., 
345. Benbow v. Totonsend, 1 My. & K., 606. Crabb v. Crahb, 1 
My. & K., 611. Ktlpin v. Kilpin, 1 My. & K., 620. Boyd v. 
Emerson, 2 A. B., 184. Tibbits v. George, 6 A. <fc B., 107. Mac* 
fadden v. JenJeyns, 1 Hare, 468. Hawkins v. Gardiner, 2 Sm. ds 
Gif., 441. Beckham v. Taylor, 31 Beav., 260 

8. The person who owes the money is termed the Debtor : 
the person to whom it is owed is termed the Creditor, and 
sometimes the Debtee 
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On the Transfer of a Credit, or Debt 

2. 1. A Cnnlit, Debt, or Gkose-tn^action may be transferred 
orally by the Clreditor to another person with the consent of the 
I)t‘btnr : a trust is then created in the person of the Debtor, and 
tlie transferee may sue him in his own name 

Bracton, Lib* iii.» o- 2., s* 18. Tatloch r. Harris, 8 T. E., 174* 
Fairhe v, Denton, 8 B. & C., 895 

2. If a <lebtor creates an Ohli^i^ation assignable or transferable 
to bt‘iu*or, such an Obligation may lie sold or transferred ; whether 
it is in the form of a simple Contract or a Deed : and the assignee, 
or bi‘iirer, may sue the Debtor in his own name 

Three Pnests^ Case, Y. B., 41 Edw. III. (1808), 27. Baker v. 
Brook, T>yor, 1. Mound v. (irerionj, 7 Co. Eep., 28b. Go aid 
V. lUneden, H<*tl , 80. Shelden v. Ilentleij, 2 Sliow., 1001. Huitojds 
Case, 2 Sho^^., 285. liiomuieh v. LUajd, 2 Lutw., 1588. IViUiams 
V. Williams, Carth., 2G9, Pearsoji v. Garrett, Comb., 227. Lamhert 
V. Oakes, 1 Ld. Kaym., 41.8. Caiter v. Palmer, 12 Mod., 880. 

V. Mace, 1 Burr., 452. Grant v. Vaughan, 8 Burr,, 161G. 
Keene v. Heard, 8 C. B., N. 8., 872. Fenner v. Meares, 2 W. Bl., 
1209. Goodwin v. Moharts, L. B., 10 Ex., 357 

“ Atty alBoIute asaignment by writing under the hand of the 
assignor (not purporting to bo by way of charge only) of any Debt, 
or other legal Ohoae-in-aclwn, of which expreffl notice in writing 
shall have been given to the Debtor, Trustee, or other person 
from whom the assignor would have been entitled to receive or 
claim such Debt, or Ohose-in-ariion, shall be, and be deemed to be 
effectual in law (subject to all eijuities which would have been 
entitled to priority over the right of the assignee if this Act had 
not ptwsed) to pass and transfer the legal right to such Debt, or 
Chose-in-adion, from the date of such notice, and all legal and 
other remedies for the same, and the power to give a good 
discharge for the same, without the concurrence of the assignor 

** Provided always that if the Debtor, Trustee, or other person 
fiaWe in respect of such Debt, or Cfme-in-acUon, shall have had 
notice that such assignment is disputed by the assignor, or any 
one claiming under him ; or of any other opposing or conflicting 
claims to such Debt, or Okose-in-action, he shall be entitled if he 
think fit, to call upon the several persons making claim thereto, 
to inUirplcad concerning the same ; or he may if he think fit pay 

VOb. II. 1 1 
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the same into the High Court of Justice, under and in conformity 
with the provisions of the Acts for the relief of trustees’^ 

36 & 37 Yict. (1873), ch. 66, s. 25, § 6 

Generally in all matters in which there is any conflict or 
variance between the Rules of Equity and the Rules of the 
Common Law with reference to the same matter, the rules of 
Equity shall prevail 

36 & 37 Vict. (1873), ch. 66, s. 25, § 11 

JDeJiniUon of Instnmejiis of Credit or Debt 

3. 1. Any written record of a fact is termed an Instru- 
ment. Any written evidence of a Debt is termed an Instru- 
ment of Credit or of Debt 

2. A written contract by which one person is bound to pay 
(1) a certain sum of money ; (2) to a certain person ; (3) at a 
certain time ; is termed an Obligation, or Security for 
Money, or a Valuable Security 

24 & 25 Vict. (1861), o. 96, s. 1 

3. A written Order from one person to another who owes^ or 
appears to owe, him money as a Debtor, directing him to pay 
absolutely and at all events (1) a certain sum of money ; (2) to a 
certain person ; (3) at a certain time ; is, in modern language 
termed a Bill of Exchange, or, shortly, a Bill 

4. A written Promise made by one i)erson to pay absolutely 
and at all events (1) a certain sum of money ; (2) to a certain 
person ; (3) at a certain time ; is in modern language termed a 
Promissory Mote, or, shortly, a Mote 

5. A written Order addressed by one person to another, who 
holds a fund not as his own property, but merely as the Agent, 
Bailee, Trustee, or Servant of the writer, to pay a sum of 
money, is termed a Draft, or Order for the payment of money 

Row V. Dawson f 1 Yes., sen., 331 

6. A mere acknowledgment of a debt, not containing any 
promise to pay, is usually termed au I 0 U 

7. A Bill, ITote, or I 0 IJ is always a chose^in-acimi, tliat is, it 
operates as a charge, or Credit, against the person of the Debtor 

8. A Draft, or Order, is always a chose-in-possession, and it 
operates as a charge, or Credit, against the fund 

Row V. Dawson, 1 Ves , sen., 331 
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Di'/inifio}} of Parties to mi Instrument of Credit 

4* 1. In a Bill tlu* who addresses the order is termed 
tlie Drawer; the perbtai to whom he addresses it is termed the 

Drawee 

2. If the Drawee consents to pay the order lie must subscribe 
his name to it, usually with the word “ accepted ” before it ; he is 
then termed the Acceptor 

8. In a Note the person who makes the promise is termed the 

Maker 

4, The person to whom a Bill, Note, or Draft is made payable 
is ternu^l the Payee 

5, The Acceptor of a Rill and the Slaker of a Note is termed 
the Principal Debtor or Obligor 

th Before the 'M) «!c :i7 Viet. (1878), c. GG, came into effect, 
unlesH the ()bli}ror of a Rill or Note expressly made it payable to 
tlu* payee, or ordor, the inKtrument could not be transferred so as 
to enable tlie transferee to sue the obligor at law in his own name ; 
and such an instrument was termed nou-Negotiable 

Since that Act came into effect on Nov. 1, 1875, this is no 
longer the ease, and any instrument of Credit or Dt‘bt may now 
1)0 transferred so that the transferee may sue the Obligor in his 
own name 

7. If, however, the instrument is made payable to the payee 
**or order,” it cannot be transferred without the piiyec’s order; 
this the pay(*e does ])y writing his name on it, usually on the hack 
of it ; hence, this signatunt is termed the Indorsement. The 
payee is then t<*rmi‘d the Indorser, and the pemon to whom he 
delivers it is t<*nned the Indox*see 

H. The person who has the lawful possession of the instrument, 
either aetual or <‘onst ruetive, and is entitled to sue the parties to 
it, is termed the Holder 

Definition of Terms relating to the Instrument 

6, 1* To “Draw,” “Make,” “Accept” {a) or 
“ Indorse ” (h) a Bill, Note, or Draft, means besides writ- 
ing the instrument, or the name on it, as the ciise may be, to 
deliver it U) some iw*mon, or his agent, as his property 
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(«) Cnx y. Trot/, 6 B. & AM., 474 

(i) Rex T. Lamiiton, 6 PriM, 42ft, BriiM ▼, RamptMrf, 1 M. A 
W., 86.'i. xtAim* V. 12 A. B., 455. JUfuMtim v. 8 M. 
& W., 491. Grten v. .S’feer, 1 Q, U., 707. Bell ▼, r«rJ Inijettre, 
12 Q. B., .917. Lloyd v, Jlmcard, 16 Q. B., 996. Barber T. 
JlieluinU, 0 K\ch., (>8 

2. To “ Issue ” a Bill, Note, or Draft, is to deliver it to 
some out' who UuTt-hy !it‘tmirt‘.s a ri,trht of uftion o« it 

;i. To “Present” a Bill for “Acceptance" or “Sight" 
(a) is to bring it to tiie Dinwt'P, and to rctiue.st him to niulertako 
to pay it 

(a) Ciimphett y. Freneh, 6 T. B., 200 

4. To “Present” a Bill or Note for " Payment " is to 
bring it to the Principal Debtor and demand payment of it 

6. To “ Collect " a Bill or Note, or Draft, is to present it 
for payment as agent for the holder 

6. To “ Petire ” a Bill or Note is for one of the parties to 
it to buy it np and so withdraw it from circulation 

Elsain y* JDe’wwy, 15 0. B., 87 

7. To “ Discount ” a Bill or Note is to bay from the holder 
of it the right to n'ceive the money duo npon it 

8. To “ Domicile ” a Bill or Note is to state in it the phuse 
where it is payable 

iMwntlet T. Anderem, 13 East., 130. Ihbarte y. Tucker, 10 
Q. B., 679 

9. To “ Utter” a Bill or Note is for a person either himself, 
or by his agent, to nso it in any way whatever to obtain Money or 
Credit by means of it 

Bex V. Shitkard, R. A B., 200. Beg. y. Badford, 1 Ben., 0. 0., 
69. Beg y. Ion, 2 Don., C. 0., 476 

10. “ Days of Grace ” are days which mercantile usage and 
law allow the obligor on certain Notes and Bills to pay them in, 
beyond the day limited in the instrunicnt itself 

11. If a person imtrely writes a Bill or Note, or signs his name 
on one, and then retains it in his own iK)>JKcKsion, he dis's mtt 
draw, make, accept, or indorse, the inafrninent as the ch,sc m.iy he. 

13. Bat if ho ihon delivers the imstrument toamitlier jiemim 
without any consideration, and for his aceomnnKiatioii only, si> 
that the tninsferoo ueijiiin'S a proprty in it, the writer dr«w«f, 
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lUiikcs, aooopts or indorses tlie instrument as the case may be, but 
ho does not imie it 

liL A Bill, Nt)to, or Draft is not issued until it is delivered to 
some person, who is entitled to sue all the piwtics to it 

Downrx v, Michardson, 5 B. <fc Aid., 074. Bignoldt ex parte, 2 
Mont ^ Ayr., 633. TarUton v. Shtntjler, 7 C. B., 812. Swatt v. 
Ikmk of Scotland, 2 Mont. Ss Ayr., 606 

14. If one person makes himself a party to a Bill or Note, 
either by drawinjy, making, accepting, or indorsing it, for the use 
benefit, or advantogo of another person, without receiving any 
eonsideration for so doing or being indebted to such person, sueli 
an instrument is termed an Accommodation Bill, or Note, 
and the juTson who so makes himself a party to it is termed the 
ammmmiiitian drawer, maker, accejitor, or indorser, as the aise 
may be 

The person for whoso use, benefit, or advantage he has so 
made himself a party to such an instrument, has no right of action 
against him n^xm it 

e. No consideration, nor even the words “ value received ” 
need be expressed in a Bill, Note, or Draft 

White V. TjeAwiek, 4 Doug., 247. Maeleoi v. Stiee, 2 Ld., Ilaym., 
1181. JoKeline v. Xooem, Fort., 281 

7. » Bills, Notes, and Drafts usually have the sum for which 
they are payable written at full length in the body of the instni- 
ment, and also in figures in the maqrin. If the two sums differ, 
the instrument is good for the sum stated in the body of it: the 
sum stated in the margin in figures is a mere memorandum 

8 . Bills and Notes must bo drawn payable absolutely and at 
all events in money only, at some certain event, such as demand, 
sight, or some date, or some event whieU must certawhj happen ; 
or at a certain time after demand, sight, or dote, or such certain 
event 


9. An instrument bearing no date or time of payment, is 
held to 1« dated at the time it is made, and is payable on demand 
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jD« la Courtier t. Bellamy, 2 Sliow., 422. Sagiie •r. French, 3 B- 
& P.,173. GkUs -7. Bomne,6 U. & 8.,7S. Wkitloeh t. Under- 
woody 2 B. & 0., 167 

10. The signature of any party to a Bill or Note may bo by 
a mark or stamp 

George v. Surrey y 1 M. cSf M., 516 

0)1 the Stamp 

11. 1. All Bills and Notes must be stamped with an impresses 
stamp previous to their execution 

33 & 34 Viet. (1870), o. 97, s. 53, § 2 

2. ‘^The fixed duty of one penny on a bill of exchange for the 
payment of money on demand may be denoted by an adhesive 
stamp, which is to be cancelled by the person to whom the bill is 
signed, before he delivers it out of his hands, custody, or power’' 
33 & 34 Vict. (1870), c. 97, s. 60 

8. ‘‘Where a Bill of Exchange or Promissory Note has been 
written on material bearing an impressed stamp of sufiicient 
amount, but of improper denomination, it may be stamped with 
the proper stamp on payment of the duty, and a penalty of forty 
shillings, if the bill or note be not then payable according to its 
tenor, and of ten pounds if the same be so payable 
33 & 34 Vict (1870), o. 97, s. 63, § 1 

4. “Every person who issues, indorses, transfers, negotiates, 
presents for payment or pays any bill of exchange or promissory 
note liable to duty and not being duly stamped, shall forfeit the 
sum of ten pounds : and the person who takes or receives from 
any other person any such Bill or Note not being duly stamped, 
either in payment or as a security, or by purchase or otherwise, 
shall not be entitled to recover thereon, or to make the same avail- 
able for any purpose whatever” 

12. 1. An instrument not “lawfully” stamped is absolutely 
void, and no action can be brought on it by any person cognisant 
of its illegality 

2. An instrument not “duly ’’stamped subjects the issuer of it 
to penalties, but it may be received in evidimce, and an action may 
bo brought on it 

65 Geo. 3 (1816), c. 181, s. 10 
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13- Au insstrnnicnfc not ‘Mawfullj” fitampod is a bill or note 
writtt‘n upon unstunipcd or iimtticieutly stamped paper (^z) ? 
upon papor stamjR^d with a snperK*dod die {b) ; or a post dated 
eluajuo payable to heari*r on demand (r). Such instruments are 
absolutely void, and eaunot be received as evidence in any action 
brtHi^i^ht upon tliiun liy any person who takes them with knowledge 
of the facts 

(«) 31 Gcp. Z (1791), c, s. 10. Green v. VaviSy 4 B. <& 0., 235, 
(b) Z A' 4 Will. 4 (1833), o. 97, fi. 16. X>atason v. Mtiedonuldy 
2 M. A W., 26 

(r) Ailin'^, Keeinty 1 East., i35. Aulern Y.Iitmmnjy 5 Esj>., 255. 
SerU V, 9 M. A W., ZOi), Bormhnle v. ^tuUlletony 2 Camp., 

53. Swan v. lUairy 3 Cl. A Fin., 010. Oliver v. Moi timers 2 F. 
A F., 127 

14. An iihtrument n<»t “duly” stamped is one upon which 
there is a stjuup of un improper denomination or rate of duty, but 
<d equjil or greater \ulu(‘ in the whole with or than the stamp or 
btainps which ought regularly to have been used thereon {a) 

Thus Ihlls and Notes drawn upon wrong stami>s of equal value 
with the prtiper one (A) : or a post dated cheque payable to order 
on demand stamped with a Id, stamp (r) arc instruments not duly 
stamped, but they are nevertheless valid and receivable in evidence 
(a) 31 Oeo- 3 (1815), c. 181. a. 10 

(5) 65 Gfo. 3 (1815) c. 184, a. 12. Upstone v. Marchanty 2 B, A 
0., 10. IViUinTO* V. jarrett, 5 B. <Sr Ad., 32 
(r) Kry v. SlathUu, 8 F. & F., 270. WldatUr v. Forster, 14 0. B., 
N. a, 2W 

16. If an iii.stminonl appears to be properly dated and 
sfainiKMl (111 the fucc of it, though really invalid from having a 
wniiig I'law, and date on it, and therefore void as between the 
partien <‘«giii«ant <(f the illegality, yet if it be taken by a holder 
for value, wlio is ignorant of the facts, ho may recover on it 

irriffht V. liili’y, I’eako, 230. v. Morgan, 8 B. & Mcr., 

CSS. milinta* V. Janett, B K & Ad., 32. WhUtUr v. Forster, 
14 0. B., N. S., 248. Amtin v. Mnyard, C. B. & S., 687. Beybie 
V. Levi, 1 C. & JT., ISO 

16. 1. An instrument which is void under the stamp laws is 
no payment even though the receiver take it without ohjcction (a) 
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2, The receiver of such an instrument cannot be charged with 
laches for not presenting it in due time for payment (5) ; nor for 
not giving notice of dishonour (c) ; nor even can it be used to 
prove a debt in bankruptcy (d) 

S, Neither will equity relieve on the instrument (e) ; but if a 
person bound to give a stamped instrument gives one void under 
the stamp laws, equity will make him a good one (JJ 

4. Taking an instrument void under the stamp laws docs nob 
avoid the consideration (//) 

(а) Buff V. Wehh, 1 Esp., 128. Wilson v. Vysar, 4 Taunt.. 288. 
Bond V, Waiden, 1 CoU., 0. 0.. 683 

(б) Wilson V. Vysar^ 4 Taunt., 288 

(c) Cundy v, Mamott, 1 B. & Ad., 696 

(d) Manner, ex parte, 1 Rose, 68 

(e) Brice v. TouVmn, 6 Yes., 235 

(f) Aylett V. Bennett, 1 Anst., 45 

{g) BnffY. Webh, 1 Esp., 129. WiUon v. Kennedy, 1 Esp., 245. 
Brown v. Watts, 1 Taunt, 350. Tyte v. Jones, 1 East., 58n. Aloes 
V. Hodgson, 7 T. R , 241 

17 . All instruments not allowed to be re-issued are upon pay- 
ment to be cancelled and annulled by the person paying them ; and 
if any one re-issue or negotiate them, or if the person paying them 
neglect to cancel them, he is to forfeit £50, The person issuing 
them is also liable for the duty, and any person taking them in 
payment is to forfeit £20 

56 Geo. 3 (1816), c. 184, s. 19 

18 . 1. Bills and Notes made payable after date may be issued 
any number of times even by the principal debtor until the time 
when they become payable 

2. But if they be paid at maturity by or on behalf of the prin- 
cipal debtor, they are finally extinguished, and cannot be re-issued 

8. If, however, they be not paid by or on behalf of the principal 
debtor, they may be re-issued under certain conditions 

19 . 1. A Bill or Note may be negotiated for the space of six 
years after it has become payable 

2. The Statute of Limitations prevents any action being taken 
after that period, either on the instrument or on the consideration 
(a) ; without a fresh promise in writing signed by the party to bo 
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cliarfri'il (/<) ; or his agent (r) ; or by part payment of principal or 

n. Siifli written promise or payment will revive the remedy for 
six years from its date 

(. 1 ) 21 Jac. 1 (1023), c. 16, 8. 3 
(ft) S (iuo.. r» (l^nis), 0 . 14, 8. 1 
(r) 19 A 20 Viet. (1«5C), o. 97, s. IS 

20. 1. Days of Onioe are not allowed on any instruments 
puyahle on or after demuiul ; or at sight or presentation (a) 

2. Inatruiuimts jiuyalile on deinaiHl are due and payable im- 
mediately: no demand is necessary before action brought: and 
ti)e Htalute of Limitations begins to run from their date "(6) 

(»i) 31 A 35 Yifl. (1S71), 0. 74, s. 2 

(ft| V. I.iini;f,tn, (!k>. Elu., 648. Collins 7 . Bcnnina, 12 
Mm*)., 411. UumhaU v. lUtU 10 Moo., Megtjimon v. Haiper, 2 
C. iV M., 322. Kurtiin y. Bllnm, 2 M. is \V., 461 

21. I. Three days of grace are allowed on instruments pay- 
able after sight (a) ; at or after a fixed date, or a certain event 

2. hucli instruments are payable on, and not before (5), the 
last day of grace : no action can be brought, nor does the Statute 
of Limitations begin to run until the last day of grace has 
c.xpire<l (s) 

8. If the instrament is payable fay instalments, days of grace 
are allowed on each instalment (d) 

4. If the last day of gi-.u‘o be Sunday, Christmas Day, Good 
Friday, or a public fast or thanksgiving, the instrument is payable 
the day Iwbtre, (c) 

f(. Hy statute !ii Yud. (1871), c. 17, the following days are 
declared to Is* Bank Holidays — 

In England and Ireland— Easter Monday ; the Monday in 
Whitsun week ; the first Slonday in August ; the Twenty-sixth 
day of Dt'ceinlier, if a week day 

In .Scotland— New Year’s Day ; Christmas Day ; (if either of 
these days falls on a Sunday, the next Monday shall be a Bank 
Holiday:) Good Friday ; the first Monday of May ; the first 
Jbinday of August 

All Bills and Notra duo and payable on these days shall be 
jnvyable on the following day ; and in case of non-piymont nuiy 



490 


THEOBY AND PBACTICB OF BANKINO 


"be noted and protested on the day next following on which they 
may be lawfully protested 

If the day on which any notice of dishonour of an unpaid bill 
or note should be given or any bill presented or received for 
acceptance, or accepted or forwarded to any referee or referees, is 
a bank holiday, such notice of dishonour shall be given, and sa(*h 
bill or note shall be presented or forwarded on the day iu‘xt after 
such bank holiday 

(а) Coleman v. 8a7jerf Stra, 829. JBellasU v. Ilesier 1 L<L 
Baym., 280 

(б) Wiffen V. Bolei ts, 1 Eap., 261 

(c) Wtttersheim v. Lady Carlisle, 1 H Bla , 631 
{d) Orridge v, Sherhoine, 11 M. 6s. W., 374 
(«) 7 & 8 Geo. 4 (1827), o. 16, s. 3 

22* If any Bill, Note, Obligation, or Yaliiable Security made 
or become payable to bearer, be taken in exchange for any goods, 
merchandise, money, or other Bill, Note, Obligation, or Valuable 
Security, without the indorsement of the transferor, it is an un- 
conditional sale of the security, and the transferee has no right of 
action against the transferor if it be not paid, either on the 
instrument or on the consideration 

Bank of England y Newman, 1 Ld. Raym , 442. Ward v. Evans, 
2 Ld. Baym., 298. Fenn v. Ilarrzson, 3 T. K., 7H7. Ejv jmrte 
Shuttleworth, 2 Ves , ]un., 368. Fydell v. Clailv, 1 447. 

Emlye v. Lye, 16 East., 7. Camidge v. Allenhy, 6 B. <& C,, 373, 
Guardians of Lichfield Union v. Green, IK. 6s N., 884, 

23. 1. The transferor of a Bill or Note by mere delivery 
warrants the ffenuineness of the instrument, i.e., that it is not 

forged or fictitious ; he does not warrant tlie solveurn of the 
parties to it 

2. But if he knew that the parties to it had failt‘d, or if it be 
forged or fictitious, he is liable to refund payment to tlu^ transfcn‘e 
Jones V, Bijde, 5 Taunt., 488. Bnice v. Bn/rv, 1 ^Uush, mx 
Gurney v. Womersley, 4 E. & B., 133. Gampeitz v. lUmlvU, 2 E.* 
B., 849. Fuller v. Smith, 10.6s P., 197 

24. A Bill, Note, Ghose-in-aefion, Obligation, or Vuluuble 
Security is included under the words ‘'goods and 
“effects/’ 111 an Act of Parliament {a ) ; or under an extent (6) ; 
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or v,nt of (r); in a Tvill, tinloss there bo words to 

Rurh an inforen<‘e (fi) ; and in the clause of reputed 
ownership” in hankrnpt <7 (e) 

(tt) iSlmir V, Jforlq/* 4 Co. Rep., 9i2b. Ford^s Case^ 12 Co. Rop, 1. 
Cliijttm's Cas(\ X^ytt,, 86* Jiijal v. Bowks^ 1 Yes., son., 3*18 
m Ihjk^ on lUlk, 3 
{<?) 1 2 Viet* (1838), c. 110, s. 12 

(d) A »(>«., 1 P. Wms., 267. Camphetl v. Prescott^ 16 Ves , 600. 
ICendtiU v. AVraftf//, 4 Russ., C. C., 360. Parker v. Marehant^ 1 X. 

Coll., C. 0., 290 

(e) Bpal V. Bowkit 1 Yes., sen., 318. Ex parte Colvill^ Mont., 
C. li., ItO. Pozon V. lloUiindt M. & B1 , 7*1. ITornbloiver v. Proudy 
2 R. A AM., 327, Ex parte Burton^ 1 G1 & J., 207. Bckher y. 
Camphrlly 8 Q. B., 1. Ex parte lUehtn ihorii Buck, 483. B(i)tktt 
Y. Jifutktty 1 I>c O. & J., 127. Eduanh v. Cooj^ety 11 Q. B., 33, 
Pulhek V. IhnUky 2 B. A AM., 258. Cnmmuig v. Baikyy 6 Bing., 
366. Jkmmin v. Ekhery 1 Cuwp., 117 

26. The property in an in4r«uu‘nt remains in the owner 
until he has entitdn parted with it; if he outs it in two and sends 
one part hy post, he d<H‘8 not lose the proiKU’ty in it till he luis 
sent the other }uirt, and he may reclaim the first part sent 
Smith Y. Munday, ds B., 22 

26. 1. Instruments payable by a banker must, in general, 
be priwntcil for payment during banking hours, otherwise such 
prt‘Hentmt‘nt is void {n) 

2. But if the hunker has a clerk stationed to give answers 
after houis, and th(i same answiT is given as would have been 
givmi during hours, kucIi presentment is sufficient {b) 

3, InstruauMds payahlt* by other ptu'sons may be presented for 
pajiumt at any reastmahlc hour (r) ; between 8 and 9 p.m. is the 
lute.-^t hour yet dreided to he reasonable {d) 

(а] Ptirktr v. ttor(hm„ Ksp., 41 ; 7 East., 386. JClford v. Teedy 
1 M. its B,, 2H. Uliitaker v. hunk of En/jUind, 3 0. M. d: B., 714 

(б) (Jamet v* ffoodetHu 6 M. A* B., 44. J/enry v. Xcc, 2 Chit., 
124. Ctotfk V. Jttdiif, 0 C. & R*, lUl 

(<?) Barclay y. JlUiikijy 2 Camp,, 527. Morgan y. PavUhony 1 
Stark., 1X4. Wilkine v. Jadky 1 Mo. A' R., 17 ; 2 B. A Ad., 188 
{<i) Triygi v. Nw/i/mw, 1 C. A R., 631 ; 10 Moo., 240 

27. A Bill, XoU*, or Valuable Security may be the subject of 
donutio morlis causa 
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Bank Notes. Drury v. Smzth^ P. Wms.,404. Ashton v. Dawson^ 
2 Coll., 0. 0., 363n. Clavering v. Yorke, 2 CoU. 0. 0., $C3n« 
Miller v. Miller^ 3 P. Wms., 356. Bill v. Chapmant 1 Bro., 0. 0., 
612 

Bills of Exchange. Rankin v. WegueliUj 27 Beav-, 800 
Promissory Notes payable to donor’s order unindorsed* Veal r* 
Veal, 27 Beav., 19 

Cheques.* Lawson v. Lawson, 1 P. Wms., 440. SncUgrat^e r* 
JBayly, Eidg., ca. t. Hard , 202. Wai^d v. Turner, 2 Ves., sen., 431. 
Tate V. Bilhert, 2 Ves , jun., 111. Bouts v. Ellis, 17 Beav., 121 
Bank Deposit Eeceipt. Witt v. Amiss, 1 B. <2 S., 100. Amiss v. 
Wut, 33 Beav., 19 

28. 1. If any Bill, Note, or Security for money be lost or 
destroyed, the right owner may sue any party to it, upon giving 
him an indemnity to the satisfaction of a court, judge, or master, 
against the claims of any other person upon it (a) 

2. And such a security may be proved in bankruptcy ( J) 

3. If half of an instrument be lost or destroyed, the owner of 
the other half may enforce payment of it with or without an 
indemnity (c) 

(a) 17 <fe 18 Viot. (1854), c 125, s. 87 
(5) Ex paite Greenway, 6 Ves., 812 

(c) Mossop v. Eadon, 16 Ves , 430. Redmayne v. Burton, 2 L. 
T., N. S., 324 

29. 1. If any Valuable Security be lost in its transmission 
through the post, or by any conveyance which the person who 
should receive it directs, the loss falls upon him {a) 

2. No action lies against the Postmaster-General for the loss 
of any instrument during its transmission through the post (&) 

♦In several text hooks of authority it is laid down absolutely that a cheque cannot 
be the subject of a gift moitis catisd (Roper on Ztegades vol. i,, p, H. 
Williams on Executors, vol. i, p. 723; Byles on Bills, 9th Edit., p. 170; 
White and Tudor^s lead. ca. in Eq., vol i., p. 743), and in the case of 
Hewitt V. Kaye (L. R., 6 Eq , 189), Lord RonuUy, M. R., laid it down as an 
absolute doctrine that a cheque is incapable of being made a gift moriis 
causd. But having been obliged to investigate the question m my Digest of 
the Law of Bills of Exchange, as prepared for the Digest of Law Commis- 
sioners, I was satisfied that the doctrine stated by the writers, and the 
decision of Lord Romilly, above mentioned, is erroneous ; and I accordingly 
excluded the case of Hewitt v Kaye from my Digest. My reasons for so 
doing are given at full length in that Digest ; but are, of course, far too long 
to be inserted here. I merely state this that I may not bo supposed to have 
oveilooked the case of Hewitt v, Kaye 
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8. But any person in the employment of the post office is liable 
for any act of nej^ligenco or misconduct of his own (c) 

(*i) Wtmnrk v. Noakes, Peake, 98. Ilawkint t. Butt, Peake, 211 
{!>) tune V. Cottm, 1 Ld. Baym., C46. yVhitfield v. Lord 
I>e«penccr, Ciwp., 754 

(c) Lane v. Cotton, 1 Ld. EajTB, 646. fmtfieUl v. Lord 
Beepeacer, Cowp., 746. Boieninff r. Goodchild, 2 W. Bla., 906. 
Mordem T. Ballon, 10.*?., 181 

O/m 10 U 

30. A mere acknowledgment of a debt not containing any 
promise to pay is usually termed an I 0 XJ, and is oaen in the 
following form— 

London, May 4, 1876 

lOU £100 

To Mr. A. B. 0. D. 

31. Such an acknowledgment, or an acknowledgment or 
receipt for money lent or deposited to be accounted for, does 
not rc(j[uiro a stamp 

FUher ytn XmlU^ 1 Eftp., 425. Israel v. Israel, 1 Camp., 440. 
Childers r. Boulnois, B. & R. N. R Ca., 8. Tomkins v. Ashby, 6 B. 
& 0., 641. Beeching v. Westbrook, 8 M. & W., 412. Melanotte r« 
TeasdaU, 18 M. A W., 218. Qould v. Coontbs, 1 0. B., 643 

32. Nor docs such a document require a stamp if it contains 
a promise to pay only interest on the sum due, and not the 
principal (a) 

But if it promises to pay the principal it must be stamped as 
a Note (b) 

(«} Melanotte y. TeasdaU^ 18 M. A W., 218. Smith v. Smith, 1 

R A F., 630 

(h) Brooks y. Elkins^ 2 JC. A W., 74. Waitham v. BUee, 1 C. 

AK., 85 

38. An I 0 0 not having the name of any creditor on it is 
prm& fam evidence in favour of the party who produces it 

Msher y. LesUi, I E«p., 427. Curtis y. Rickards, 1 M. A Or., 48. 
Bouglas y. UolmMi 12 A. A B., 841. Besenmayor y. Adcock, 16 M. 
A Vfo, 449 
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34. An acknowledgment of debt may be given as a donatio 
mortis causA 

Moore v. Darton, 4 De G. Sm., 517 

86. A bill in equity lies to discover whether an I 0 U was 
given for a gaming debt (a) : and equity will restrain an action 
on an I 0 tr given for an illegal consideration (5) 

(a) Wilkinson v. VEaugiery 2 Y. ColL, 0. C., 366 
(&) Quariier v. CoUtoUy 12 L. J., Oh., 57 

Rules relating to the Transfer of Choses-in-action 

1 . — Assignment of a Chose-in-acUon by Creditor to Transferee 

86. 1. An assignment of a chose4n-action in equity is 

equivalent to the delivery of the chattel in Law 

2. As soon as the assignment of the chose-m-action is com- 
pleted, so that nothing more remains to be done by the assignor, 
the property in the chose4n-action is transferred to the assignee 

3. The assignee has a good and effectual title against the 
assignor and all persons who claim by, through, or against him, 
such as his executors, administrators, assignees in bankruptcy, 
judgment creditors, or an extent at the suit of the Crown 

4. But the title of the assignee is not final and complete 
against all the world until the debtor has received notice of the 
assignment 

5. Until this notice has been given the chose-in-aciion is still 
in the order and disposition ” of the assignor, and in the event of 
his bankruptcy or death passes to his assignees or representatives 

6. Immediately the debtor receives the notice, he is fixed with 
the trust, and is converted into a trustee for the assignee : if ho 
makes any payment to the assignor it is no discharge to him, and 
and he is still liable to the assignee 

7. If he has good reason to dispute the assignment, he may 
pay the assignor until the point is settled in equity (a) 

Ex ^arte ByaSy 1 Atk., 124. Bow y. Daxosoriy 1 Ves., son., 832. 

Byal y. Bowlesy 1 Ves., sen., 318. Tate y. Hilherty 2 Ves., jun., 11 1. 

Jones y. GibbonSy 9 Ves., 410. Casberd v. Att. Oen,y 6 Price, 411. 

Ex pa7te Monroy 1 Buck, 300. Ex parte Bwtony 1 Gl. J,, 207. 

Ex parte Usboine, 1 Gl. J , 358. Wilham v. ThorpOy 2 3im., 257. 

Ex parte ColviUy Mont., 0. B., 110. ICx parte Tennysotiy M. Bl., 
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0* B., 67. Crowfoot v. <?«rni»y, 9 Bing., 372. Biwjfc t. !»««, 1 A. A 
B., 801. Burn v. 4 My. Or., 690. Macfadden v. 

1 Ph., UX BrH r. Lontiim N. ^r. Bj/. <7o., 15 Beav., 

5r>2. Xhomhlmm v. Donntdnon, Kay, 711. Gtbsoit v, Overhury^ 7 
<fc W., r>.»5. L{ur#’’jr Srttkjiwnt^ re, 80 Boav., 95. J>jf« v. Bay, L. 
B., 1 Q, B., 372. Hewitt v. Kaye, L. B., 6 Eg.., 198. Bromley 
BrunUm, K B., 6 Eq., 275 

(a) ApHn v. Coatee, 80 L. L, Oh., 6. $6 <Sf 87 Viot- (1873), o. 66, 
6 . 25, $ 6 

87* If several assignees have a right to the fiind, the assignee 
who first gives notice to the holder of the fund acquires the first 
charge over it, and the other assignees according to the order of 
their assignments 

Demle V. Hall, 3 Russ., 1 . Levertdye v. Cooper, 3 Russ., 81. 
Jl niton V. Suutiye, 1 Youuj', 602. Greeniny v. Beckford, 5 Sim., 195. 
Fo^tt r V. Illark^tone, 1 My. A K., 297. Foster v. Goclcrell, 3 Cl. Ss 
Bin., 150, AtkiUMiu, iw re, 2 Do G. M. G., 110. Buck v. Lee, 

1 A A* H., HOI, JKUj V, liridyes, 2 Y. A C., E.k. K<1m BrZc/ier 
V. Camphell, 8 Q, B., 1. XkXarten v. Sedywici, 0 Beav., 333. Swayns 
V. Stvayuf, 11 Beav., 463. Elder v, iHaclcan, 5 W. B., 447. Pennell 
T. 4 Do ih M. G., 872. CUiytonXe Case, 1 Mer., 572. 

JUnlenham v. Purchas, 2 B. (2 Aid., 89 

88* For the purpose of notice no particular form of words is 
necessary. Any words are sufficient which shew an intention of 
tmnsferring or appropriating the chose-in-action to or for the use 
of the assignee 

Bow V. Dawson, 1 Vos., sen., 832. Yeates v. Grove, 1 Vos , jtm., 
281. Hoipell V. Jtfucu’er, 4 T, R., 600. Smith v. Everett, 4 Bro, C. 
O., 03. Heath v* IIuZZ, 1 Taunt., 326. Ex parte Alderson, 1 Mad., 
53. Crou'foot V. Gurney, 2 Mo. <& So., 473. Smith v. Smith, 3 
& M., 231. Ex parte (Jarlis, 4 D, & Ch,, 357. Bo? parte South, 3 
Hwans., 393. Tihhits v. Georye, 5 A, A B., 107. JIutchvmon v. 
Heyworth, 9 A. A' K., 375. v. jenkyns, 1 Hare, 458. 

JAEstramje v. HEntranye, 13 Boav., 281. Piccard v. Pritchard, 
I K. A J., 277. Bcyimt, re, 3 K. J., 300. Johm v. 

JP’awB, 3 Jur., N. B., 751 

39,, But the notice given must be krjal An instrument not 
“lawfully” stamped is vuid and of no effect j if notice be given 
by such an instrument the holder of the funtl must nob regard it : 
if ho pays on such an instrument the payment is void, even 
though he agreed to do so 
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Baii if the notice be given by an instrument not “duly” 
stamped, the notice is valid 

Firhank v. Bell, 1 B. & Aid., 36. Emli/ v. ColUns, 6 M. <fe S., i- 
Bippiner v. Wright, 2 B. Aid., 478. Butts v. Stcan, 2 Bro. & B., 
78. Collyer v. Fallon, Turn. <fe B., 459. Lod Biayhiooke v. 
Meredith, 13 Sim., 271. Parsom v. Middleton, 6 Hare, 2()i. Mac- 
gowan v. Smith, 26 L. J. Oh., 8. Pott v. Lomas, 6 H. <& N., 529 

40. 1. JSTofcice given to a person who has not yet received 
the fund is null, void, and of no effect 

2. If, therefore, several assignments of the fund have Ix'ou 
made, and notices given to a person before ho has received it, tlu»y 
are null and void, and the priorities take effect according to the 
order of the assignments (a) 

3. But if the person who expects to receive the fund promises 
the assignee that he will hold it when received for him, he is 
bound by that promise (b) 

(a) Rodiek v. GandeU, 1 Be 0*. M. & G-., 763. Buller v. Plunkett, 
1 Johns. H., 441. Webster v. Webster, 31 Bcav., 393. Somerset 
V. Cov, 33 Beav., 634. Earl of Suffolk v. Cox, 36 L. J., Ch., 591 

(&) Clark V. Adair, cited 4 T. B., 343. Stephens v. Util, 3 Esp., 
247. KiUby v. Williams, 5 B. & Aid., 815 

41. The Purchaser of a chose-in-action takes it subject to any 
prior trusts, equities, claims, or possibilities of such, at the time 
of the assignment 

Coles V. Jones, 2 Vem., 692. Turton v. Benson, 1 P, Wms., 496. 
Davis v. Austin, 1 Yes , jun., 247. Matthews v. Wallwyn, 4 Voh,, 
118. Hill V. Caillovel, 1 Yes., sen., 12$. Dauhery v. Cockburn, 1 
Mer., 626. ECamtl v. Stoles, 4 Price, 161, Priddy v. Rose, 3 Mer., 
86. Morris v. Livie, 1 Y. & Col., 0. 0., 380. Ord v. White, 3 
Beav., 357. Ifoo? e v. Jervis, 2 CoU., 60. Smith v, Parkes, 16 Beav,, 
115. Cockell v. Taylor, 15 Beav., 103. Cavenduh v. Greaves, 24 
Bear., 163. Manningford v. Toleman, 1 Col., 0. 0., 235 

2 . — Order given by a Grediior to a Debtor to pay a third 2wmi 

42. If a creditor gives an authority or order to his debtor 
to pay a third person, then — 

1. If the debtor pays the money to the third person in pursu- 
ance of such authority, the payment is good (a) 
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2. If the (lohtor aj^svntH to tnalco suoli payment and com- 
mtinieates sn«*h uw*nt U> ihi' third prrsoa, a trust m created, 
irrevocable, oxeej^t by the etiuseui, of all parties, and the third 
person has an action against the debtor for the money {b) 

S. An agreement to pay funds which will only be received at a 
future time is equally binding as one to pay funds in actual 
possession (o) 

4, If the third person becomes informed that the debtor has 
been directed to piy him a sum of money, ho may sue him for it {d) 

5. Until tlio debtor has actually paid the money or entered 
into a binding agreement to do so in pursuance of the authority, 
the creditor may countermand the direction and demand repay- 
ment of the money (/») 

(a) Gibmi v. 2 Bing., 7. Brind v, nampshire^ 1 M. & 

w., ur> 

{h) U*iUuum V. Errrrff, li East., 582. Hodgson v. Anderson^ 3 
B. A 0., H12. Humidm yn v. ItrumUi 0. & P., 157. Lilly v. JlaySf 
5 A. A i'L, 518. Ilutchiimm v. Ihy worthy 9 A. & E., 876. Wulhtr 
V. 9 M. it W., 411. Hamilton v. f^pottuwoode^ 4 Ex., 200. 

Fitrky V. Turner^ 26 Ii. L, Oh., 710. Hoble v. National Discount 
Ca., 5 H. A N., 226. Qriffin v. Weathirby, L. R., 8 Q. B., 768 
(c) Walker v. Mostront 9 M. A W., 411. Hamilton v. Spotmwoode^ 
18 L. L, Ch., 892. Griffin v. Weatherby, L. R., 8 Q. B., 763 
(rf) Bum V. Carvalho, 4 My. A Or., 090. 86 A 87 Viet., (1878), o* 
CO, B. 25 § U 

{<») Whit^firld T. 2 B. A P., 277. Oiftirort v. Mirut, 2 Bing., 

7. Brind v. Hampshire, 1 M. A W., 305. Malcolm v. Bcofi, 6 Ex., 
601. Morrell v. 16 Beav., 197 

On. Banking Obligations 

43. 1. A hanker is a trader whose bnsiness consists in bnr- 
itm iiKiney, or money and Debts, in exchange for which he gives 
hi.s own (Credit 

% A Iwnker gives his Cn-dit in two fonns — 

(a) His own Promissory Notes 

(b) (Irodits in his bocks, termed in hanking language 

Deposits 

S. Banking Obligations are Bank Notes, Deposits, ClK'qnoa, 
DeiKisit Ueceipts, Ijetters of Credits, Bankers’ Dnifts, and Circular 
Notes 

44. No Umker who was not on the Cth of May, 1814, law* 
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fully issuing Ms own notes ; nor any baiiker then lawfully issuing 
Ms own notes wlio has become bankrupt, or discontinued the issue 
of bank notes ; nor any person since that date, may become a pirty 
to any obligation payable to bearer on demand, in any part of tbo 
United Kingdom 

7 & 8 Viot. (1844), 0 . 82, ss. 10, 11, 12. 17 & 18. Viot. (1864), 
0 * 83j s« il 

46. No banking partnership consisting of more than ten (a) 
persons in London, or within 65 miles thereof, may borrow, owe, 
or take up in England any sum or sums of money on their bills 
or notes payable on demand, or at any loss time than six monthn 
from the borrowing thereof (J) 

(а) 20 & 21 Viot. (1867), o. 49, s. 13 

(б) 3 & 4 Win. 4 (1833), 0 . 98, s. 3 

46. A Bank N ot e is defined by Statute to be — Any Bill, 
Draft, or Note (other than Notes of the Bank of England) which 
shall he issued by any banker, or the agent of any banker, for the 
payment of money to the bearer on demand, and any Bill, Draft, 
or Note so issued, which shall entitle, or be intended to entitle, 
the bearer or holder thereof, without indorsement, or wilhout any 
further or other indorsement than may be thereon at the Hmc of 
issuing it, to the payment of any sum of money on demand, 
whether the same shall be so expressed or not, in whatever form 
and by whomsoever such bill, draft, or note, shall be drawn or 
made ” 

17 & 18 Viot (1854), o. 83, s. 11 

47. The following establishments only may issue obligations 
payable to bearer on demand in England — 

1. The Bank of England 

2. Private banking firms which were lawfully issuing their own 
notes on the 6th day of May, 1844, and which have not hecomo 
bankrupt, or discontinued such issue since that date 

3. Joint stock banks formed under Stat. 7 Goo. 4 (1826), 
issuing their own notes at a distance not less than 65 miles from 
London 


48. The following provisions relating to the issue of Notes 
by the Bank of England arc at present in force-— 
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1. The Bank is divided into the banking department and the 
issue department 

7 it H Viet. (1814), «. 32, b. 1 

2. The issne department onsitcs and issues to the hanking 
department Notes in exchange for £15,000,000 of public securities 
ami any amount of gold and silver coin and bullion, of which the 
silver coin and bullion must not be moi-o than one-fifth part 

7 & 8 Viet. (18«), c. 82, ss. 2, 3, 6 

S. The banking deimrtmcnt may not issue notes to any person 
whatever except in exchange for other notes, or such as they have 
received from the issue department in terms of the Act 
7 & 8 Vict. (18-i'l), 0 . 32, «. 3 

4. Any person may demand bank notes in exchange for 
standard gold bullion at the rale of £ii ITs. 9d. per ounce 

7 & H Viet. {1811), c. 32, s. 1 

5. If any banker who wa.s lawfully issuing his own notes on 
the tub day of May, 1H14, ceases to do so, the Crown in council 
may authorise the Bunk to imwaHC its issues on public securities 
to any amount not exmxling two-thirds of the amount of notes 
withdrawn from circulation 

7 A 8 Viot. (1844), 0.33, 8.3 

6. So long as the Bank pays its notes in legal coin on demand 
they are legal tender of payment for all sums above £5, hy all 
pt'rsons, exiu'pt by the Bank itself, or any of its branches 

8*4 wm. 4 (1833), 0 . 98, s. 4 

7. Notes issued at any branch of the Bank must bo made pay- 
able in coin at that branch as well as in London (a) : no branch 
may iasue notes not made payable there (J) : and no note not 
niiule siH’cially payable at any branch is liable to be paid there (c) 

(h) 7*8 (ii-o. 4 (lH2f.), 0 . 46, s. 15 
(ft) 3*4 Will. 4 (183.3). c. 98, 8, 4 
(e) 8 * 4 Will. 4 (1833), o. 98, 8. 6 

8. Bank of England notes may circulate, and ho offered in 
payment, bat they are not legal tender in Scotland (a) : or 
Ireland (b) 

(a) S&9 net. (1845), o. 85, 8. 15 
(ft) 8 * 9 Viot. (1845), 0. 87, 8. 6 

9. No person except bankers lawfully issuing their own notes 
may make, sign, issue, or re-issue, any promissory note payable to 

EK 2 
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bearer on demand in England, nndcr a penalty of £20 for each 
offence 

7 Geo. 4 (1826), o. 6, s. 8 

10. No person may by any art, device, or means whatsoever, 
publish, utter, negotiate, or transfer, in any part of England, any 
promissory or other note, draft, engagement, or undertaking in 
writing made payable on demand to the bearer thereof, and being 
negotiable or transferable for the payment of any sum of money 
less than five pounds, or on which less than the sum of five pounds 
shall remain undischarged, which shall have been made or issikhI 
or shall purport to have been made in Scotland or Ireland, or else- 
where out of England, under a penalty of not less than five nor 
more than twenty pounds for each offence 

9 Geo. 4 (1828), c. 68, s. 1 

11. By Statute 7 Anne (1709), c. 7, s. 61, no banking partner- 
ship exceeding six persons, other than the Bank of England, might 
borrow, owe, or take up any sum or sums of money on their bills 
or notes payable on demand, or at any less time than six months 
■from the borrowing thereof 

12. By Statute 7 Geo. 4 (1826), c. 49, partnerships consisting 
of an unlimited number of members might carry on the business of 
banking, and make and issue bills and notes payable on demand 
at any place in England, exceeding the distance of 65 miles irom 
London, and not elsewhere, and borrow, owe, or take up any sum 
or sums of money on their bills or notes so made and issued 

13. Such partnerships may not have any house of business or 
establishment as bankers in London, or at any place not exceeding 
65 miles from London 

7 Geo. 4 (1826), o. 46, s. 1 

14. Every member of such partnership shall be liable for all 
money borrowed, from the time he became a member, and for all 
bills and notes which are due and unpaid, or which become pay- 
able after he has become a member 

7 Geo. 4 (1826), o. 46, s. 1 

15. No such banking company may issue or rc-issno in London 
or at any place not exceeding 65 miles from London, any bill or 
note payable on demand, or any bank post bill, nor draw upon any 
partner nor agent, or other persons resident within these limits, 
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any }>ill of t'xchanao payaltlo on demand, or for a Im amonnf. 
undi'V a penally of il,')!! for each, offence 
7 (tco. 4 c. 4ft, «. 2 

^ 16. >Sneh hanking company may draw any bill for any sum of 
X.»0, or upwards, payable in Lionduu or elsewhere, at any period 
after date or after sight 

7 «eo. ■! (Irt2C), a 40, s. 19 

17. Kiich hanking company may not borrow, owe, or take up 
in London or at any place not exceeding 65 miles from London, 
any mim of money on any bill or promissory note payable on 
demand, or at any U*iw time than six mouths from the borrowing 
tliereof, under a penalty of £50 for each offence ; but they may 
diseonnt in London or elsewhere any hills of exchange not drawn 
by or upon them, or hy or upon any person on their behalf 
7 (!eo. -1 (iseii), a. l(i, Hs. 3, 19 

IH. All hanks in Loudon or within 65 miles of it, may draw, 
•Mvept, or intlorsu hills of exchange, not being payable to bearer 
on demand 

7 A 8 Viot, (1«44), 0 . 82, a. H 

16. All Imnks of issue existing on the 6th of May, 1844, may 
continue to issue an amount of notes not exceeding on an avemgo 
of four w<*ek8, such an avenige sum as they were issuing during 
the 12 weeks pnmling the 27th April, 1844, certified by the 
Oommissioners of Ktaraiw and Taxes 
7 & » Viet. {1814), o. 32, s. 18 

20. If any two or more lianks of issue become united, such 
united hank may eontiime to issue tlic aggregate average amount 
of uote.s cireulated by the separate banks, provided the united 
hank does not exeeeil len (1) jiersons 

7*8 Viet. (IHll), c. 32,8. 17 
(1) 20 A- ai Viet. II8S7), o. 4!» 

21. If any hanker in his monthly average exceeds his 
anthoriail issue, he is to forfeit the excess 

7 * « Viet. (18M), 0 . 82, 8. 17 

22. Evliij bank of issue must send to the Commissioners of 
fitamjis and Taxes, weekly, an account of its issues, shewing the 
umounl of its notes in circulation on every day of the preceding 
week, and also the average daring the week ; and at the end of 
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every period of four weeks, a statement of the average atnoniit 
of the said four weeks, along with the authorised amount, dtily 
verified, ia the case of a private banker, by the signature of the 
banker or his cashier ; and in the case of a company or partmu*- 
ship, by the signature of the managing director, partner, or ('.hief 
cashier. Any neglect or refusal to render such an account, or a 
false return, incurs a penalty of £100 
7 & 8 Viet. (1844), c. 32, s. 18 

23. All existing banking companies may register themst‘lv»*s 
under the Limited Liability Act, 1858, upon giving 30 dajs’ 
notice to each of their customers 

21 & 22 Viet. (1858), o. 91, s. 1 

49 * If there be several partners in a country bank of issue, 
the right of issue, ou the death of the other partners, belongs 
exclusively to the surviving partner 
Smith V. Everett^ 27 Beav., 446 

60 . 1. Tender of payment in country bank notes is good, if 
not objected to on that account (a) 

g, Even if a banker tender his own notes which are afterwards 
dishonoured (b) 

(a) Vernon v. Bonverie, 2 Show., 296. Taml v. LexoU^ Ld. Raym., 
743. Ward v. Evam^ 2 Ld. Raym., 298. Bolglass v, Oliver 1 2 Tyr., 
89. Owenson v. Morse, 7 T. R., 64. LocTcyer v. Jones, Ptiako, 239. 
Tiley v. Courtier, 2 0, <fe J., 6n. Pickard v. Banhes, 18 Bast., 20. 
Shipton V. Casson, 8 B. & R., 180. Clarke v. Shee, 1 Cowp., 197 
(y Quardians of Lichfield Union v, Qreen, 1 H. N., 884 

61 . 1. If country bank notes be taken in payment of goods 
at the time of the sale, and as part of the contract, so that no debt 
is created, and without indorsement, the vendor takes them at his 
own risk, and has no remedy against the transferor, if the bunker 
fails before he obtains payment of them 

2. But if the transferor knew at the time he offered the n(>t(‘8 
in payment that the banker had failed, he is liable 

3. But if the note be taken, not at the time of the exchange, 
but in payment of a pre-existing debt, however short a periml Ims 
elapsed between the creation of the debt and the tender of the 
notes, if the transferee presents the notes within due time, and 
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finds that the banker has fuileJ, and gives due notice of dishonour 
to the transferor, he may demand payment of his original de})t 

JWttim V, Jiouir? ie, 2 Show., 2‘Hh CooUey v. llouvone, 2 Show., 
2‘n>. Word V. Kvom, Ltl. Raym., 92S. Moure v. Warren, 1 Stra., 
4ir>. Holme v. Horry, 1 Htra„ *115. Turner v. Meade, 1 Stra., 410. 
iirc^wuNznw*/ V. Hornmi, I Stia., 508, Hoioard v. Bonk of England, 
1 Htrn., 550. Oamidge v. Allenhy, C B. & C., 373. liogers t. Lang- 
ford, X C. A' 3iL, 637, Hobson t, Oliver, 10 Q. B., 704 

63. 1. If a customer pays into his account with his banker, 
the notes of another banker, for which his banker gives him either 
mdit in ae(‘,ount, or a deposit receipt ; and if the banker on duly 
presenting the notes for payment finds that the banker who issued 
them has failed, an<l if he gives due notice of dishonour to his 
eu«tom(*r, lu* may cancel the credit (ri) 

Ihit if inst(‘a(l of demanding payment of the notes he takes 
a credit in aei'oimt witli the bunker who issued the notes, that is 
iMfuivalent t<> payment, ami he is liable to his customer, if the 
other banker fails (A) 

(rt) Timmins v. Gibbons, 18 Q. B., 722 
(b) Qillard T. Wise, 5 B. <ft 0., 134 

63. I f one i>eraon changes a bank note as a favour for another, 
and if on duly presmiting the note for payment he finds that the 
banker has failed, and if he gives duo notice of dishonour he may 
demand back his immey 

Boyers V. Longford, I 0, Ss M., 037. Turner v. Stones, 1 X», <2 
L., 122 

64. 1. Bunk not(*8 made payable at a particular place must 
be pn*sentt*il thitro for payment, to cnal>le the holder of them to 
sue the maker (//) 

2. Even if the banketris notoriously insolvent and has closed 
his pliwte of business, thivfc will excuse the want of present- 
ment (h) 

3. But between tliird parties, if a bunkcu’ has become notoriously 
insolvent and has cJomid his place of business, presentment of his 
noti^s there is not necessary to charge the transferor, if the tmiis- 

is infornml of the banker's stopixige of payment within the 
time limited for presentment, and gives notice of dishonour to 
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the transferor within reasonable time after being informed of the 
fact (c) 

4. And reasonable time for notice of dishonour is not necessarily 
limited to the time for presentment for payment {d) 

(а) Sandeison v. Bowes, 11 East., 600. Dickinson t. Bowes, 10 
East., 110. Bowes v. Eowe, 5 Taunt., 80. Btitterworih v. Loui 
Despencer, 3 M. 6s S., 160. Brnbhn v. Dartnell, 12 M. W., 830. 
Spindler v. Grellet, 1 Ex., 384. Sa7id8 v. Clarke, 8 0. B., 751 

(б) Bowes V. Howe, 6 Taunt., 30. Sands v. Clarke, 8 C. B., 761 

(c) Henderson v. Appleton, Glut., 8th od., p. 388. Turner T* Stones, 
1 D. L., 122. Robsoji V. Oliver, 10 Q. B., 704 

(d) Robson V. Oliver, 10 Q. B., 704 

B6. If country bank notes are given in payment to a servant, 
such acceptance by the servant does not bind the master, and ho 
has full time to present them for payment after he has received 
them from his servant 

Ward V. Bvam, % Ld. Baym., 928. James v. HoUitch, 8 D. 
B.,40 


66. If payment for goods be made in country banic notes, 
and the banker fails before delivery of the goods, the vendor may 
retain them if not sent, and has the right of stoppage in trcuihiiu 

Owerwon v. Morse, 7 T. B., 64 

67. If a person pays his acceptance by notes in which ho has 
no property, it is no payment, and he is still liable 

Mannin v. Cary, 1 Lutw., 277 

68. A bank note made payable at two places may be presented 
at either, and if payment be refused at once it is no laches, even 
though it might be more convenient to present it at the other 
where it would have been paid 

Beeching v. Qower, Holt, N. P., 313 

69. 1. The holder of country bank notes must circulate them 
or present them for payment within banking hours (a), of tlio 
next day after he has received them, if the banker lives in tho 
same place, to charge the transferor if tho banker fails (A) 

2. If the banker lives in a different place, he must transmit 
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tlu'in for raymcnt by the post of the next day after he has received 
them (r) 

3. The receiver has all the, hanking hours of the next day after 
ho has reei'ived them to jirestmt them for payment (c) 

4. Tlic sejider may cut the notes in halves, and send one sot of 
halves the day after ho has received them, and the second set the 
day after that (c) 

5. The time for the receiver to present the notes for payment 
does not begin to run until he has received the second sot of 
halves (c) : the sender has not parted with the property of the 
notes until ho has sent the second set of halves : and nntil he has 
done that he may reclaim the fii-st set of halves (d) 

6. Sunday, Ohrisimaa day, Good Friday, a public fast or 
thanksgiving day ; or a day on which a man is forbidden by his 
religion to transact secular hti'^ineas (p)j bnt not a hank holiday 
(/) ; arc not counted : therefore, if a man receives a bank note on 
sueh a day, he has till the second day after to present or transmit 
it for payment (y) 

(«) Parker v. Gordon, 7 East,, 886, JBtford ▼. Peed, 1M.& 8., 
28. Jameton r, Suinton, 9 Tanat, 224. Whitaker v. Sank of 
England, 1 0. M. 4 B., 744 

(6) Manvaring v. llarrUon, 1 Stra., 608. Medcalf v. IZaU, 8 
Dong., 118. Appleton v. Saeetapple, 8 Dong., 137. Suhson y. 
Sennet, 9 Taunt., 888. Riekford v. Ridge, 2 Camp., 687. Seeching 

y. , Holt, N. P., 316. William v. Smith, 2 B. & Aid., 496. 

Sorlilington y. Schlencker, 4 B. 4Ad., 762. Sochlingtony. Stjlveiter, 
Chitty, 9th ed., p. 386. Maule v. Drown, 4 Bing., N. 0., 2C6. Hare 
V. Hrntg, 10 0, B., N. S., 65 

(c) William v. Smith, 2 B. & Aid., 496 

(d) Smith y. 3lundg, 2 E. & B., 22 

(<•) !,in<h> y. llmieorth, 2 Camp., C03 

(/) 34 Viet. (1871), 0 . 17 

(*;) Titstfl V. Sevie, 1 lA Kaym., 743. 89 & 40 Geo. 8 (1800). o. 
42. 7 A 8 Goo. 4 (IH27), 0 . 16 

On Cheques 

80. 1. Tho relation between a banker and his customer on an 
ordinary hanking account is that of simple debtor and creditor : 
and not that of tnisteo and eesiui gm trust 

a. Money paid by a enstomer to a banker lielongs absolutely 
t(i the banker; it is & Mutuum, or Loan, and not a Vqiositum, or 
Bailment 
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8. In exchange for the money the banker gives his customer a 
Credit, or a right to demand an equal sam of money with or 
without notice 

Vernon v. Hankej/, 2 T. B., 113. Carr v. Carr, 1 Meriv., 641tt* 
Sleech^s case^ 1 Mer., 560. Siins v. Bond^ 6 B, & Ad., 892. Bank 
of England v. Anderson^ 3 Bmg., N. C., 580. Taylor v. Taylor^ 1 
Jur., 401. Gaunt v. Taylor^ 2 Hare, 413, Foley v. IXUl^ 2 H. L, 
Ca., 31. Watts v, Christiet 11 Beav., 546, Ex parte Waring^ 36 
L. J., Oh., 161 

61. A Credit in a banker’s books in favour of a customer, is 
in banking language, termed a Deposit 

Banking Credits, or Deposits, are of two soiis — 

1. Where the customer has the right of requiring repayment 
of his money without notice. This kind of account, in banking 
language, is termed a Drawing or Current Account 

2. WTiere the customer agrees not to demand repayment with- 
out a certain notice. This account in banking language is termed 
a Deposit Account. In exchange for the money, the banker 
gives his customer a receipt, termed a Deposit Receipt con- 
taining the terms of the contract 

3. Formerly these deposit receipts were what was termed non- 
ncgotiable. They were made payable to the ciisLorntT liinhself 
only, and, consequently, if the customer transferred liis deposit 
receipt to any one else, the transferee could not sue the bankiT at 
Law in his own name, though he might in the name of the traim- 
feror ; but he might sue him in Equity. But since the Sapn*ino 
Court of Judicature Act, which enacts that the rules of I^inity 
shall prevail over those of Common Law, a Deposit Eeccipt is as 
transferable as a Bank Note or a Cheque 

62. A Credit in account or Deposit, if taken instead of 
money, is good payment 

Gillard v. Wise, 5 B. & 0., 134 

63. 1. Ifa customer leaves a deposit or halanco on his iurminli 

without operating on it for six years, the Statute of Limitatioim 
applies, and the hanker is not liable («) 

But if the banker enters up interest to the credit of his 
customer, that will save the statute (6) 
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(ii) Putt V. Cli'flff, 10 11. & W., 321. PoUu T. Sill, 2 H. L . 
Cft., .19 u , , 

(fi) 9 Goo. 4 (lrt2S), c. 11, R. 1. Samjield v. Tapper, 7 Ex., 27, 
Pealy v, Croon-Nldfio, 2 C. & J., Cl 

64. A Dfixwit or Ralnnce on a banking account passes l)y 
will under the words “all his ready money” («) ; “all debts duo 
to him " {fi ) ; but not under “all his stock in trade ” (c) 

(a) T. J?oynol<li, 5 Russ., 12. Taylory. Taylor,! 3xa., 401. 
Parker v. Marchant, 1 Phil., SCO. Ufanninff v. Purcell, 2 Sm. & 
Gif., 202 

(ft) Carr v. Carr, 1 Mor., 561n 

(c) iStuarl V. Marquii n/Pute, 11 Yes., 6CG 

65. An Order on a drawin-r account at a banker’s, payable 
t.) any person, or “ U-arer, or “ order,” on demand, is in modern 
commercial lan<'ua"e. usually termed a Cheque 

66. ’ A Cbcipie is a bill of e.s:ehangc drawn on a banker pay- 
able on demand 

Exc.upt as otherwise provided in this part, the provisions of 
this Act applicable to a bill of exchange payable on dftmn,nd aoplv 
toadiwiue ^ 

Subject to the provisions of this Act— 

1. 'IVliure a cheque is not presented for payment within a 
reasonable time of its isane, and the drawer or the person on whoso 
acc.<nint it is drawn had the right at the time of such presentment 
as h'twoen him and the banker to have the cheque paid and 
suffers a<!tual damiige through the delay, he is disohaiged to the 
extent of such diimagi!, that is to say, to the extent to which such 
drawer or i>ersun is a creilitor of such biuiker to a larger ftTwoToif. 
than he would lmv(j been had such cheque Iwen paid 

2. In determining what is a reasonabk time regard abn.l1 be 
luwl to the nature of the instrument, the usage of tiude and of 
bunkers, and the facts of the particular case 

3. The holder of «neh cheque as to which such drawer or 
IKTSon is disclmrgwl shall bo a creditor, in lieu of such drawer or 
jMTSon, of such hiinkcr to the e.xtent of such discharge, and 
entitled to recover the amount from him 

67. Ry the General Stamp Act («) drafts or orders for the 
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payment of money to bearer on demand were exempted from stamp 
duty, provided that — 

1. They were drawn npon a banker or a person acting as a 
banker 

2. The place where they were drawn did not exceed 15 (l>) 
miles from the banker’s place of residence 

8. The place where they were drawn was truly stated on (Iieiu 

4. They were issued on the day or the day after they were 
dated 

5. The payment was directed to be made in money, and not in 
bills or notes 

(a) 65 Geo. S (1815), o. 184, sched. 

(5) 9 Geo. 4 (1828), o. 49, s. 16 

68. The stamp duty on any draft for the payment of money 
to bearer or to order on demand, or at sight or presentation is one 
penny 

S3 & 84 Viet. (1870), o. 97, s. 60 

69. Every person who makes or issues an unstamped draft 
violating any one of the previous conditions, is liable to a iicnally 
of £100 ; every one knowingly taking it to a penalty of £2u ; 
any banker knowingly paying it to a penalty of £100 ; and he is 
not allowed it in account against the jicrsons by whom or for whom 
it was drawn, or any person claiming under them 

55 Geo. 3 (1816), c. 184, s. 13 

70. 1. If any person remits an unstamped draft payable to 
bearer on demand, drawn upon a banker, to any place more than 
15 miles distant from the place where such draft is payable, or 
circulate, negotiate, or receive in payment such a draft in such a 
place, he shall forfeit £50 (a) 

2. But if it be duly stamped it may be remitted to or circulated 
and negotiated in such a place (J) 

(a) 17 & 18 Viot. (1854), c. 83, s. 7 

(6) 17 & 18 Viot. (1854), o. 13, s. 8 

71. 1. The penny stamp on such a draft may be either im- 
pressed on the paper or adhesive : and may either bo a dnift or a 
receipt stamp («) 
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2. Tf the stamp n.-wl In' mllii«ivo, the ]«;i-snn wlio signs the 
rlral't iiawt, lH*ftiru he it,<'uinvl or obliterate the stamp by 

wriiiiijf liis imme or initials over it, under a penalty of £10 
(<i) 17 A in Vii't. {inr. t), 0 . H3, s. 10 
(h) 33 A 31 Viet. (ia70), o. 07, s. 21, § 2 

72. The penalty for issning an unstamped cheque on a 
lianker i« the same as issniiiR an nnstiimped bill of exchange 

21 A 22 Viot. (18S«), o. 20, s. 2 

73. 1. ff any drsift or order subject to the penny stamp duty 
emiies unstamped into the hands of a hanker, he may affix tlie 
sfanijt and eaneel it, and ]iay the draft and charge the duty against 
the ]K‘rson liahle, or dedint it from the snm payable 

2. 'I’lie draft is then good and valid, so far as it relates to 
the stamp duty, hut it does uot relieve the person who issued it 
uustainpul from the penalty 

33 & ;il Viet. (1870), 0. 07, 0. C-1, § 8 

74. A dnift or order for payment sent or delivered by the 
drtiwer or maker to the banker or person acting as such, by, or 
through, whom the payment is to be rntwle, and not delivered to 
the ])er«(Hi to whom the piyment is to 1«3 made, or to any poison 
on his Itehalf, requires a penny stamp and may be post dated 

83 A 31 Viot. (1870), o. 07, s. 48, § 3 

76. Tf a dnift or order lie duly stamped previously to issue, 
whether it he payable to hearer or order ou demand, it may be 
drawn til, or remitted to any distance from the place of payment ; 
it may he drawn upon any iwrsoa and retpiires no place nor date 
upon it 

10 A 17 Viet. (lHr.3), 0. 69, sohed. 

76. If it Iks issucil, stamped, and post dated, or dated on a 
day 8ulss(’(im*nt to its issue — 

1. — If the tiliptiuc he i»yahlo to bearer — 

(1.) It is wholly void in the hands of all parties cognisant of 
the faels ; it eaimot 1» giveti in ovidenoo in any proceeding in law 
or equity to c.stuhli«h a valid contract between them (a) 
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(2.) But it is valid in the hands of an innocent indorsee for 
value who was not aware of the facts (b) 

(8.) If a banker pays such an instrument without knowing 
the facts, the payment is good (c) 

(4.) It may be used in evidence to prove a fraud (d) ; or in 
any criminal proceeding (e) 

(а) 31 Geo. 3 (1791), o. 26, s. 19. Alien y. Keevet, X East., 436. 
Whitwell V. Bennett^ 3 B. <fe B., 559. Sioan v. Blnir^ 3 CL <& Bin., 
610. Scrle v. Norton, 9 M. <& W., 309. Bnnsjonl v. Curleivls, 1 

6s F., 702. Oliver v. Mortimer, 2 F. & P., 702. Jmtin v. Bunyard^ 
6 B. & S., 687 

(б) William v. Jarrett, 6 B. <fe Ad., 32. Auetin v. Bunyard, 6 1). 
& S., 687 

(c) Watson v. PouUon, 15 Jur., 1,111 

(d) Watson v. Boulson, 15 Jur., 1,111 

(e) 17 & 18 Yict. (1854), o. 83, s. 27 

2. — ^If the cheque be payable to order — 

(1.) It is a valid instrument and may be received in evidence 
(a) i and should be paid by a banker at its date, even though he 
knew it to be post dated (5) 

(2.) But the issuer is liable to a penalty for issuing a bill not 
duly stamped (c) 

(а) Key v. Mathias, 3 F. & F., 279. Whittier v. Forster, 14 0. B., 
N. S., 248 

(б) Kmanuel v. Bolai ts, 17 L. T., N. S., 046 

(c) 66 Geo. 8 (1816), o. 184, s. 11. 21 & 22 Viet. (1868), o. 20, 8. 2 

77. A post dated cheque drawn by a member of a finn who 
has no power to bind his partner by bill is absolutely void in the 
hands of a person cognisant of the fact, whether it be payable to 
bearer or to order 

Foster y. Maekreth, h. R., 2 Eq., 163 
(2.) A banker who accepts or engages to pay a cheque must 
include such cheques in the return of his issue of notes 

7*8 Viot. (1844), o. 32, s. 11 

17 & 18 Viot, (1854), 0 . 88, s. 11 

78. 1. By the custom of bankers, the contract l)ctween a 
banker and his customer having an ordinary drawing or current 
account with him, is to pay on demand, either to him or to any 
one else to whom his customer may assign them, whatever funds 
be may have at his customer’s credit, within a reasonable time 
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lu‘ lias received tlaom, and to accept liis customer’^s bills to 
that amount {a) 

% By the custom of bankers’ possession of funds is equivalent 
to and admission of funds is a legal acceptance of a 

cheqtie drawn by a customer (6) 

;h A Yt‘rbal pnimise to pay, or a collateral writing promising 
to pay, or any mark such as initials placed on a cheque, the well 
tmdersloi>tl meaning of which is a promise to pay, is a legal ac- 
ceptance by a banker having funds of his customer 

4. The Acts, 1 2 Geo. 4 (1821), a 78, s. 2, and ID <& 20 

"Viet. (18r>ri), c. 07, s. (5, requiring the acceptance of a bill to be in 
writing on the hill, do not apply to the promise of a banker to pay 
a chei|ne, having funds of Ins customer 

(a) v. Wilhama^ 1 B. & Ad., 415. Swaii y. Bank of 

ScotUutl^ e A Ayr., 050. Foley v. Hilly 2 H. L., Ca., 28. 

V. (Vin .fie, 11 Ot‘a\., 510. Ilobarts y. Tucker, 16 Q. B., 600. 
2ii>lin V, Stediiiily 14 C. B., 505 

(5) .Sfi VI m V. Hilly 5 Ksp., 2 17. Ardcm Y. Boicncy, 5 Esp., 254# 
Moheon v. llennett, 2 Taunt., 3HH. KiUhij y. William, 5 B. <fc Aid., 
816. Hetirye v. Surrey, 1 M. M., 516. Boyd v. Bmerson, 2 A. <fc 
K., 184. MarsHti v. WUUamf 1 B. Aid., 415. Boharts y. Tucker, 
16 Q. B., 570 

79. 1. A cheque ia payment unless dishonoured, and tender 
of iHiymcnt by cheque is sood, unless objected to on that account 

a. A chiMiue, to Iw gO(Kl tender, must bo unconditional ; and if 
the «*,ri'tlitt>r refuses it iw being conditional, he may commence an 
at'iiitn uguinst the debtor before he returns the cheque (5) 

b. Uut the fact of a choque being drawn in favour of any one is 
no jtroof of pay incut, us it may Ihj drawn in any one’s name ; there 
must 1h> evidenec that thu money came into the creditor’s hands, 
us by his indorsement (r) 

■1- A islieqne is not evidence fcr se of a loan from the drawer to 
the payee (.Ij : nor to establish a set-off (2) ; nor of a loan from 
the drawee (a banker) to the drawer (3) : without further evidence 
of the circumstances under which it was given (d) 

6- But, if a debt be proved to have existed between the drawer 
and the payee, a cheque, though not given directly by the drawer 
to the payee, if proved to have passed; through the payee’s hands 
and lieen i»iid to him, is prm& facie Evidence of the payment of 
the debt, unless contradicted by collateral evidence {e) 
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(d) Pearce v. I>avU, 1 Mo. A Bob., 365. JbMM v. Arthur, 8 Powl, 
442, Bevcm v. Billt 2 Camp , liSl 

(5) Hough V. Mlatjy 4 A. K , 954 

(c) Egg V. Barnett^ 3 Esp., 106. Oary v. QerrUh, 4 Ksp., 0 

(iZ) (1) V. Gerrish, 4 Esp., 9. Lloyd v. Uow, 

15. Pearce v. Davie ^ 1 Mo. <& Bob., 3G5 

(2) V. Welshi 4 Taunt., 203 

(3) Fletcher v. 13 L. J., Ex., 150 

(e) Egg v. Barnett^ 3 Esp., 106. Monntford v. Harper, 16 M. 
W., 825. Boswell v. S7nith, 6 C. (& P., 60 

80. When a customer has placed securities in the hands of 
his banker, and is allowed to draw against them in a cortuiii wtdl- 
understood way, the banker cannot change the usual oours(^ of 
dealing, and dishonour his customer’s cheques without giving 
him notice 

Oumming v. Shand, 6 H. <fe N., 95 

81. A banker who pays a cheque must cancel it by creasing 
out the drawer’s signature, under a penalty of £50 

55 Geo. 3 (1815), o. 184, s. 19 

82. Paid cheques are the property of the drawers, who may 
demand them back at any time : unless they be ovorclrufts, for 
then the banker has a right of action on them 

Partridge v. Coates, 1 By. & Mo., 156. Burton T. Payne, 2 0, <Sr 
P., 520, Beg. v. WatU, 2 Ben. 0. 0. B., 14 

83. No cheque, draft, or order for the payment of money, 
drawn by any person or accountant authorised to draw for the 
public service, is payable at the Bank of England after 3 p.m. 

4 & 6 wm. 4 (1834), 0 . 15, s. 21 

84. 1. If a hanker cancels the drawer’s signature to a cheque, 
and if, before actual payment, he discovers any reason why he 
should not pay it, he may withhold payment (ti) 

2. But if the money be actually paid over to the presrmhT 
the cheque in mistake, the property in the money is gone from 
the banker, and he cannot retake it (Z>) 

(a) Fernandey v. Ghjnn, 1 Camp,, 426 

(5) Chamhers v. Miller, 13 0. B., N. S., 125 
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85. 01u‘<jm'S may bo taken in csocntion 

1 A 2 Viot, (1828), c. 110, s. 12. Wattf v. Jejfeiyes^ S Mac. <fc 
Got., 422 


86. 1. If a cho<iuc payable to order bears an indorsement 
purporting to be that of the payee, the banker is not bound to 
impure into its genuineness ; and an indorsement by procuration 
is within the meaning of the Act (a) 

2. But if any other banker cashes it for the bearer, or gives 
him crwlit for it, and obtains payment of it from the banker upon 
whom it is drawn, he will be liaWe to the drawer (J) 

(ii) 16 & 17 Viet. (1852), o. 62, s. 19. Hare v. Copland, 13 Ir. 
Com., L. B., 426. Charles v. SUickieell, The Times, May 0. 1876 
(?i) 0<;(/cn V. llenas, L. E., 9 C. P., 513. Arnold v. The Cheque 
Sank, The Times, AivU 21, 1876 

87. An infant cannot dmw a valid chapie except as an i^ent 

CalUind v. Loyii, 6 M. & W., 26 


88, I. A cheque is an assignment of a chose4n-acUon, and 
when wminunicated or notified by the holder to the banker is a 
complete assignment of the fund (a) 

2. If a chP(juo bo notified to the banker and the drawer dies 
before it is imid, the holder is entitled to payment (6) 

(ii) Snellgrave v. Bailey, Bidg. oa. t., Hturd., 202. Morrell v. 

B'lmttim, in Uoav., 197 
(6) Bromley v. Brunton, L. E., 6 Eq., 275 


89. 1 . If a lanker pays a cheque with a forged signature, he 
must bear llie Ioas («) 

2. if the Ik sly of the cheque be written by his customer, 
anil fraudulently uUered by another jicrson, so as to be payable for 
a larger sum than originally drawn, and, the banker not detecting 
the alteration, jiays it, he must bear the loss of the excess (b) 

3. But if the customer authorises another person to write the 
body of the cheque, and that person fraudulently alters the cheque 
sii ns to make it payable for a larger sum than authorised, and so 
the liody of the cheque is all in the same handwriting, the banker 
will not be liable (c) 
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4. So if a banker pays a obcqnc under circumstances winch 
are evidently suspicious, he must bear the loss (d) 

(а) Yovng v. Grote, 4 Bing,, 263. Ball v. ifutUr^ 6 B. * 0., 760 

(б) BallY, Fuller, 6 B. & 0., 750 

(c) Young v. Giote, 4 Bing., 253 

(d) SchoJey v. Bamshottom, 2 Camp., 485. The drawer bad torn 
tlio clieque into four pieces, and thrown them away. A person 
found the pieces, pasted them together, and presented the cheque. 
The hanker paid it, and was hold liable 

90. 1. A banker must pay his customer’s cheques strictly 
in the order in which they are notified, communicated, or presented 
to him for payment (a) 

2. He must debit his customer’s account with cheques on the 
day they are notified or paid, and not on the day they are drawn (ft) 

8. Sums paid by a banker extinguish the debts created by 
sums paid to him in strict chronological order (a) 

{a) jRohson v. Bennett, 2 Taunt., 388. CUiyton^s case, 1 Mor., 572. 
Bodenham v. PurcJias, 2 B. Aid., 39. Kilshy v. Wtlliarm, 6 B, 
Aid., 816. Petviell v. Dejffell, 4 De G-. M. Ss G,, 372. Bromley v. 
Bi unton, L. B., G Eq., 275 

(6) Goodhody v. FoUer, Byles, 8th ed., p. 25 

91. 1. If a banker having funds of his customer wrongfully 
dishonours his cheque or bill made payable at tlio bunk, so that 
the customer sufiers damage, he has an action against the banker 
for such damage (a) 

2. But such special damage must be laid and proved (&) 

8. If the customer becomes bankrupt in consequence of the 
wrongful dishonour of his cheques, his assignees have an action 
against the banker 

4. The holder of the cheque or bill may sue the banker on tlia 
instrument 

(а) Marzetti v. Williams, 1 B. & Aid., 415. Bolin v. fitewnrti, L. J. 

(б) Davies v. The Boyal British Bank, The Times, July 10, 1H64 

93. 1. The holder of a cheque is not entitled to enlarged 
time by presenting it through au agent 

He must therefore pay plain cheque into his banker’s the 
same day that he receives it, and the hanker has all the next day 
to present it, being the same time that the holder has (a) 
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2. Kceeiving a chotjue luijablc to order does not enlarge the 
tinu* ftir present niciit 

:5. Hut the luthier of a eroased cheque which can only be paid 
through an agent, has all the next day to pay it into his banker’s, 
and the banker has all the next day after that to present it (a) 

(a) Atfxandfr v. Burchfield, 8 Scott, N. E., 556. Fenwieh r. 

Beuar, The Time*, Fob. 23, 1867 

(b) Fenwick v. Dewar, The Timet, Fob. 22, 1867 

83. 1. If the holder of a bill gives it up to the acceptor in 
exchange for his che(iue, and the cheque is dishonoured, he may 
give notice of dishonour of the bill, and sue the drawer and 
indorsers ; and the bill may be declared on as a lost bill (a) 

2. A London banker is not guilty of negligence in giving up 
bills remitted to him for collection by his country correspondents 
to the acceptor, in exchange for his cheque, though it is dis- 
honoured {/') 

{«) Bidli'i/ V. Bluekctt, Foake, Ad. Ca., 62 
(ft) Hmiell V. liankey, 6 T. E., 12 

94. If a creditor, being offered payment by his debtor’s agent 
cither in money or by his cheque, prefers his cheque, and the 
cheque is dishonoured, the dcditor is still liable 
Xverett v. Ctdlitw, 2 Camp., 515 

96. 1. If a cheque is given on a fraudulent misrepresentation 
of facta (a) : or on a verbal condition which the drawer finds is to 
be broken (S); he may stop payment of the cheque 

2. Hut he is liable to an innocent holder for value (c) 

(a) Mill* V. Oddy, 8 Bowl., 722 

(b) lyienhiilt V. HyitUi, 3 Camp., 376 
(e) If’atton v. Jlimell, SB.* S., 8d 

96. 1. A chvijue may lie presented any time within six years 
of its date to charge the banker, and the drawer, if the banker 
docs not fail (a) 

2. If the banker ftuls with sufficient funds of his customer to 
mettt the cheque, the same rule applies to cheques as to bank 
notes, the payee must present it within Itanking hours, or remit it 
by p<»!t the day after he receives it ; otherwise it is laches and he 
must bear the loss (^) 

LL 2 
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8. If the cheque is indorsed away, the drawer’s liability is 
iisuharged after hanking hours of the day after ho has issued it : 
and the liability of each indorser in succession is discharged after 
banking hours of the day after he has indomd it 

4. If the drawer has not funds to meet the cheque in his 
banker’s hands when he fails, he is liable immediately 

(а) Serle v. Norton, 2 Moo. & B., 401. RohinMn v. NawMord, 
9 Q. B , 52. Laws v. Band, 3 0. B. N., 412 

(б) Bii>hop V. Chittijt 2 Stia., 1195. Appleton v. Flireetapplf^d' 
Doug., 137. Bickford v. Bidpe^ 2 Camp., 537. Beerhiuff v, — * 
Holt’s N P., 315n. BoclXinpton v. Silvester, Ch. <fe Hu., 9th 
385. Moule v. Brown, 6 Scott, 694. Bailey v. Bodenham^ 10 C* B., 
N. S., 288 

97. The transferee of an orerdne cheque is not subject to 
the equities of the transferor, as the transferee of an overdue bill 

BothscMld V. Corney, 9 B. 0., 388 

98. If a customer pays into his account a cheque drawn upon 
the banker by another customer, and the banker takt‘S it witlumt 
engaging to pay it, he may receive it as the agent of the h(^I<h*r, 
and has the same time to present it and consider if he will pay it, 
as if it were drawn upon another banker 

Boyd V. Emerson, 2 A. <& E., 184 

99. A cheque drawn by several persons as a collateral 
security is a joint, and not a joint and several, liability 

Other y. Iveson, 3 Drew., 177 

100. A change in the names on the cheques supplied by a 
banking firm to their customers is sufficient notice to them of the 
change of the partners 

Barfort v. Qoodall, 3 Camp., 40 

101. 1. If a customer has an account of a fiduciary nafurc, 
such as Trustee, Executor, or otherwise, a banker may not n^ftise 
his cheques on the account, because he may believe that the 
customer intends to apply the funds in a breacdi of trust (a) 

2. And he will not be liable to the cestui que tntsi if he is not 
privy to the breach of trust (5) 
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r»ut if ho anfs in amoort a.irreomcnfc, or collasion with his 
in (Nnnmittin'j: tlu^ breach of trust; and especially if he 
obtiiiiiH some btniefit hy an by his enstomer paying a debt of his 
(wn to him by means cheques drawn on the trust account, he 
unHt replace the trust fund {b) 

h The Statute of Limitations does not apply to a banker 
luihapplying a trust fund (r) 

(«} Koime V. Itobarts^ 4 Macb, 332. Nicholson v. Knotcles, 5 Mad., 
47. Ftfln V. Ftjlcr, 3 Boav., 5f?0. Lockicood v. Abdy, 14 Sim., 437. 
ilAor V. PiUtrmm^ 28 Beav., 1%. Gray v. Johnston^ L. B., 3 H. L , 1 
(h) mu V. iS7m;w)«, 7 VtH., 152. Keane v. RohartSt 4 Mad , 333. 
U'tlsm V. 1 ^ly. tt K,, 123, 137. I^atmdl v. Hurley, 2 Coll , 

C, t’.. 2i0. Fyler v. Fyln, 3 Beav., 550. Bodniham v. Iloshjns, 
2 IV (». dr tb, 903. Bridgman v. iiiiZ, li Bear., 302. Hardy v. 

< V/* V, 33 Boav., 305 
(o) Bridgman v. ///H, 2i Beav., 302 

103. Tf an ace\nmt in a tank stands in the name of several 
jw’isiUis, unless tlicrc be a special contract with the banker to the 
contrary— 

1. L If they ta regarded in law as one person, such as 
jiartiuini (^/}: execufcois or administrators (Ji)i each may draw 
rhH|Uc», and payment to one is payment to all 

Even after a dissolution of partnei^ship and a receiver has 
l»‘cn appointed to ctdlcijt the partnership debts (c) 

Hut if one draws a che<iue the others may countermand 

it {d) 

{a) A mnu, 12 Mod., 443. Henderson v. Wild, 2 Camp., 560. Di/jf 
V. End India Co„ 15 Ves., lOH. Hope v. Oust, cited 1 East., 53. 
Purler v. Taylar, <5 M. & B., 150. Tomlitk v. Lawance, 3 Mo. <fc 
Pa., 555. King v. Smith, 4 C, d; P., 108 
(5) Pond V. Vndmrood, 2 Ld. Raym., 1210. Carr v. Bead, 3 
Atk., 095. danme v. Harwood, 2 Ves., 2C5. v. Hundas, 3 T. 

B., 125, Kx pwrfe 10 Vos., 462. Gaunt v, 2 Hare, 

413. Smith V. Everett, 27 Beav., 410 
W Puffy* East India Co,, 15 Ves., 198, Porter v. Taylor, Q M. 
da B., no. Al«i 7 V. Smith, AC.dt 108 
(<i) Gaunt V, Taj/lor, 2 Hare, 413 

2. But if they bo not regarded in law as om person, such as 
Tnwtoea (fl) : or Assignees of a bankrupt (b) : all must sign. 
IHrertora of a company must sign as directors (c): and payment 
to less than all will not discharge the banker 
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(а) Ex parte Righj, 10 Ves„ 4G2. Stone v. Marsh 0 B. C., 
551. Busband v. Davis, 2 Dovr. M. ds P., 50 

(б) Carr v. Read, B Atk,, G95. Innes v. ^ 

Rob., 145. 

(c) Serrell v. Derbyshire Ry, Co,, G. 0. B., 811 

3. If any of the assignees or trustees die the right remains 
with the survivors : and if any become disqualified, as by abscond- 
ing, going to reside abroad, equity will direct the funds to bo paid 
to the remaining ones 

Staples V. Staples; Shortbridge^s case, 12 Vos., 28. Ex parte 
Collins, 2 Cox, Bq. Oa., 427. Ex parte Hunter, 2 Rose, 3C3. IG 
&14Viot. (1850), 0 . 60, s.22 

103. 1. If a banker, either at the request of a customer, or 
when a cheque is presented by the holder or his agent, places a 
** mark ’’ on it as by his initials, signifying that the cheque is good 
and will be paid, such “ mark’’ is a legal acceptance of the cheque 
by the banker (a) 

2. A cheque so ‘^marked” or accepted becomes a bank note of 
the banker who makes it (&) 

(a} Robson v. Bennett, 2 Taunt., 888 

(5) 7 & 8 Viot. (1844), o. 32, s. 11. 17 & 18 Viot. (1854), o. 83, 
s. 11. 33 & 34 Viot. (1870), o. 97, s. 45 

104. 1. A hanker must not pay any cheque of his customer 
presented after he has received notice of his having committed un 
act of bankruptcy (a), or of his death (5) 

2. Payment of cheques notified or presented before such notice 
are good, and may be enforced by the holder ; but payments after 
such notice are bad and will not discharge the banker (c) 

{a) 1 Jao., 1, 0 . 15, s. 14. Vernon v. Hankey, 2 T. B., 110 

(6) Tate V. Hilbert, 2 Ves., jun., Ill 

(c) 12 <fe 13 Viet. (1840), o. 106, s. 138. Bromley v. Brunton, D. 
R., 6 Bq., 275 

106. 1. If a banking company has several branches, each 
with its own customers and accounts, each branch is consider(‘d as 
an independent bank, for the purpose of receiving and transmitting 
notice {a) 

2. Each branch must collect its own cheques and biUs, and 
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tinu' will not hefular-'i-tl so ns to permit it to collect them, through 
Its heml otilcc (b) 

(«) Oohtt V. ,ro«cj ; Ctrtde v. Bailey, 12 M. & W., 61 
(6) H'<)(>in<tniZ V. Fear, 7 E. & 15., 619 

106. If a jwrson changes a checpie as a favour for another 
jx'rmuL ami if the cheque be duly presented and dishonoured, he 
limy give notice of dishonour, and recover the money 
Wooland r, J^Var, 7 E. B., 619 


107. 1. A Letter of Credit is a written request by one 
Jierson to another requesting the latter to give credit to a person 
named in it 

2. If the re(iuc.st is unconditional, it is termed an Open 
Credit 

it. If the request be on the condition that bills of lading 
1 h' di'pitsiU'd us collateral security it is termed a Doctnueiit 
Credit 

■J. A Marginal letter of credit is one by which a peraon 
named in the margin guarantees to another person that he sb«-il 
receive credit from, or have his bills accepted by, another peraon 

108. 1. Lott(‘rs of credit must be stamped as bills 

2. Kxcopt letters of credit, whether in sets or not, sent by 
{H'raons in tiio United Kingdom to persons abroad, authorising 
drafts on the United Kingdom 

83 Sc 81 Viet. (1870). 0 . 97, 8. 48, § 1, and sohed. 

109. 1. If a banker pays a letter of credit upon a forged 
sigimturt' hi‘ is liable («) 

2. Till' l(! & 17 Viet. (1858), c. 59, s. 19, does not protect a 
banker paying a letter of credit with a forged signature (5) 

(ti) On V. Vnion Bank i/ Scotland, 1 Hacg., EL L, Ca., 613 
(6) Brilkh Linen Co. v. Caledonian Insurance Co., 4 Mao^., E. 

L. Ca., 107 

110. 1. If a person obtains a letter of credit from a banker 
for a Hiiin paid down, ho may demand repayment without pro« 
dueing the letter 
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2. The banker can only prove payment by poxlucing tho draft 
of the person in whose favour it is drawn 

On V. Union Bank of Scotland^ 1 Maeq.» IL L. Ca.» 513 

111, The indorsee of a marginal letter of credit, not 

on the face of it a document credit, is not hound in the almeneo 
of notice to inquire whether it is being ui«ed for the injr{H)se for 
which it is granted 

Uiiitlmd V. Chartned JHUrcantiU Bank of LondoUt and 

China, 2 Horn. & mi, 410 

112, 1. The liolders of a banker’s circular letters may deinaml 
payment of them from himself, as well as from his comi«iK)udentrt 
abroad 

2. But he is not bound to cash them unless they are returned 
to him, or he receives an indemnity 

Cmfiam Stone Quarry Oo, v. Barker, L, B., $ C. B., 1 

113, The following are exempt fr<un stamp duty — 

1, Any draft or order drawn by any baidcer U|n»n any oilier 
banker, not payable to lieurer or onler, and twed solidy for the 
purpose of settling or clearing any aectamt Indweim such banker 

2, Any letter written by a banker to any <>tln‘r bankin’ diieot- 
ing t.he payment of any sum of money, tiu' same not Indng {tayabla 
to liearer or to order, and such letter not lH*i«g sent or <lt*liver*vl 
to the person to whom payment is to be made, or to any person 
on his behalf 

33 <2 34 Yiot. (1870}, s. 07, sohod, 

Of*osml Gheqtm 

I 

114** I . Wliere a cheque bears across its face an nd»1 it v .n of - 

(а) The words ** and company ” <ir any abbreviation lia r* ^t* 
iKitwam two immllel transverse lines, either \uih or 
without the words **not negotiabh*’’ ; or 

(б) Two parallel tninsversc lines simply, either with or 
without the words ‘"not negaiable*’ ; 

that addition constitutes a crossing, ami the cheque is a*om*d 
generally 
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2. yiu-re a ohoqni' boars across its face au addition of tlio 
name of a banker, dtlu'r with or aitliout, the wortls “not negoti- 
a lie, that addition constitutes a crossing, and the cheque is 
crossed specially and to that banker 


the drawer ^ “fty be crossed generally or ^ecicdly by 

2. Where a cheque is uncrossed, the holder mar cross it 
generally or ajiccinlly 

;5. Wiiero a cheque is crossed generally the holder may cross it 
s'liccialiy •' 

1. Where a cheque is crossed uenerally or specially, the holder 
niay add the words “ not negotiable ” 

Where a cheque is crossed specially, the banker to whom 
It is croHM‘d may again cross it specially" to another banker for 
eollcetion 

lb Wlicrc an nneroased cheque, or a cheque crossed generally, 
is Sent to a banker for collection, he may cross it specially to 
liim-elf 

116. * A crossing authorised by this Act is a material part of 
the cheque j it shall not Iw lawful for any person to obliterate or, 
except UH authorised by this Act, to add to or alter the crossing 

117. * 1. Where a chcipie is crossed specially to more than 
one banker cxeept when crossed to an agent for collection being a 
banker, the banker on whom it is drawn shall refuse payment 

thereof 

2. Where the hanker on whom a cheque is drawn which is so 
crossed nevertheless pays the same, or pays a cheque crossed 
gi'iierally otherwise than to a binker, or if crassed specially other- 
wise than to the buiker to whom it is crossed, or his agent for 
collcsTtitm Iieing a banker, he is liable to the true owner of the 
ehcfpie lor any loss ho may sustain owing to the cheque having 
iNHUt HO imid 

I’rnvidcd that where a cheque is presented for payment which 
d<s'B not at the time of presentment apfiear to be crossed, or to 
have had a crossing which has been obliterated, or to have been 
add d bo or altered otherwise than as authorised by this Act, the 
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banker paying the cheqne in good faith and withnut negligt’noe 
shall not be responsible or incur any Ualnlity, nor shall the |«iy 
ment be questioned by reason of the chetjuo having btt'u cnKSwil, 
or of the crossing having licen obliterated or having Ikvu wldcil 
to or altered otherwise than as anthonswl by tiiis Aet, and of i««y> 
ment having been made othiTwiae than to a hanker or to tin*, 
banker to whom the cheque is or was cnwseil, or to his agent for 
collection being a banker, as the case may k' 

118. * "Where the banker, on whom a crossed cheqiU' is dmw n, 
in good faith and without negligence pays it, if crossed generally, 
to a banker, and if crossed specially, to the Iwinker to whom it is 
crossed, or his agent for collisition bi'ing a ItankiT, the Imnker 
paying the cheqne, and, if the che»iuo has come into the hands of 
the payee, the drawer, shall respectively bo entitled to the aama 
lights and be placed in the sanio position as if payment of Uio 
cheque had been made to the true owner thereof 

119. * "Wliore a person takes a er(i>i.sed cheque wltieh k'ars on 
it the words “not negotiable,” he shall not have and shall tmt ki 
capable of giving a butter title to the clieque than that whieh tbe 
pei-son from whom ho took it biul 

120. * Where the hanker in gixid faith and without negligem'o 
receives payment for a customer of a cheque cro.'Wed gi uerally or 
specially to himself, and the eustomer has no title or a defective 
title thereto, the hanker shall not iiK'ur any liahility to the true 
owner of the cheque by reason only of having received such 
payment 

Stamp Duties mi Bank Notes, Bills of Bxfhango and Promissonj 
Notes, at present in force. (8JJ <fe tit Viet. c. U") 

On Bank Notes 

121. By the above Stamp Act it is emieh'd, s, 

“The term ‘banker’ iiieauK and includes any eorjtomtion, 
society, partnersiiip, and iK'nions, and every individual js rstin 
carrying on the busmess of liaiiking in the United Kingdom” 

The term “ bank note ” lueuns and iiichides— ■ 
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(I) ** Aliy hill of or promissory note issued by any 

ikon f^tluT than thi‘ (h)voruor and Company of the Bank of 
Kfurhm 1, f<»r tho payment of money not exceeding one hundred 
jHiunds to lht‘ Innirer on demaml” 

12) Any hill of exchange or promissory note so issued which 
cntitU*«, or is inkndod to entitle, the bearer or holder thereof, 
without indorm^ment, or without any further or other indorsement 
than may be thereon at tlio time of the issuing thereof, to the 
payment of money not exceeding one hundred pounds on demand, 
whether the same l)C so expressed or not, and in whatever form, 
and hy whomsoever such bill or note is drawn or made’' 

S. — ** A hmk note issued duly stamped or issued un- 
stamped hy a hanker duly licensed, or otherwise authorised to 
is'4ue unsiainpeil hank notes, may be from time to time rc-issued 
wit hunt la’ing liable to any stamp duty by reason of such 
r»‘-is*<uin‘r *’ 

H, 47^ I*—"** If any banker not being duly licensed or other- 
wisi* authorised to iasue unstamped bank notes, issues, or causes 
or i>crmits to bo ihsuckI, any bank note nob being duly stamped, 
he shall forfeit the sum of £50 ” 

2, ** If any person receiver, or takes any such bank note in 
|xiyment or as a «t»(‘urity, knowing the same to have been issued 
unslamiicil contn^ry to law, he shall forfeit the sum of £20” 


Dxdm on Bank Notes 


Ftir mmoy not esci'i'ilinff £1 


a 

0 

s. 

0 

d. 

5 

I’An-iHliuL' XI iiml not uxceeding £2 ... 

0 

0 

10 

nf »» 


£t) ... 

0 

1 

3 

„ £5 „ 

y> 

£10 ... 

0 

1 

9 

„ £10 

» 

£•20 ... 

0 

2 

0 

1 , £20 ,, 


£«0 ... 

0 

3 

0 

ft £*10' ,, 

n 

£r)0 ... 

0 

5 

0 

£50 „ 


£100 ... 

0 

8 

e 


Bills and Notes 

8. The term ‘ Bill of Exchange’ for the purposes of 
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this Act indudes also draft, onkr, clu-qiip, niul httor of w'dif., 
and any document or writing (exci'iit a bunk mitt’) entitling or 
purporting to entitle any jn’raon, whetluT nimml therein t>r nut, 
to payment by any other ivtson of, or to draw upon any utlier 
person for, any sum of money therein mentioned " 

2. — “An order for the puyment of any snin of money by a hill 
of exchange or proniisHory note, or for the delivery of niiy hill of 
exchange or pmmissory note, in snthfaetion of any Hum of money, 
or for the payment of any hhui of money, out of any partien'ar 
fund which mayor may not he available, or ujKin any eondition or 
conditions which may or may not Im! {HTformwl <ir ImpiH’n, is to 
be deemed for the purixises of this Act a bill of exchange for tho 
payment of money on demand ” 

8. — “ An order for the payment of any sum of money weekly, 
monthly, or at any other statiKl pcricxlH ; and also atiy order for 
the payment by any peraon at any time after the date thereof of 
any sum of money, ami sent or (hdivered hy t!u* peraon making 
the same by the person to whom the jiiiyment is to In* mmle, and 
not to tho person to wliom the jiavmeui is to be made, or to any 
peraon on his liehalf, is to be deemed fur tlie iiurjiu-.es uf this Act 
a bill of exchange for the payment uf uiuiiey un deiimml " 

S. 49, 1. — ^“Tho term * rrumissury Xot*M ’ means mid inelnd* s 
any document or writing (exeejit a bank noU-) eontuining a 
promise to pay any sum of money ” 

2.—“ A note promising the payment of any snm of money mit 
of any particular fund which may or may not im available, or upon 
any condition or contingency which may or may not lie jierforjin d 
or happen, is to be deemed for tho pttiqioHCB of tins Act • |m#* 
missoiy note for tho said snm of money ” 

S. 51, 1.— “The ad valoitmi duties upon Wlls of exchnngi' and 
promissory notes drawn or made out of the United Kingdom aru 
to be denoted by adhesive stumps ” 

2. “Every person into whoso hands any Hiieh hill or nuto 
comes in the United Kingdom N-fore it is H(am{«-d shall, Imfuio 
he presents for payment, or indoiwH, fnin^fers, or in any mamaT 
negotiates, or pays such bill or note, ullix then-to a jiroper udhesno 
stamp, or proper adhesive stanijis of suflkieut amount and cancel 
every stamp so affixed thereto ” 
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S. Provitlfd !W fullmvs — 

(fit) “If at tlu' time when any such bill or note comes into 
the liunds of any hoiuijUf holder thereof there is affixed thereto 
an adhesive stamp effeetunlly ohlilerati'd, and purporting and 
upparing to he duly cancelUal, such stamp shall, so far as relates 
to such holder, lie deemed to l)c duly cancelled, although it may 
not appear to have been so affixed or eanadled by the proper 
IHjrson ” 

(6) “ If at the time when any such bill or note comes into the 
hands of any bond fide, holder thereof there is affixed thereto an 
adhesive stamp not duly cancelled, it shall be competent for such 
holder to cancel such stamp as if lie uere the person by wh(»m it 
was affixed, and upon his doing so such bill or note shall be 
deemed duly stamped, and as valid and available as if the stamp 
hud heeii duly cuueelled by the person by whom it was affixed” 

■1. “ 15ut neitluT of the foregoing provisoes is to relieve any 
person from any penalty incurred hy him for not cancelling any 
adhesive stamp ” 

K, f>2.— “ A bill of exchange or promissory note purporting to 
pe drawn or miule out of the United Kingdom is, for the purposes 
of tiiis Act, to bo deemed to have been so drawn or made, although 
it may in fact have been drawn or made within the United 
Kingdom” 


Duties 'payable on Dills and Notes 

Bill of Exchange payable on demand 
Bill of Exchange of any other kind whatso- 
ever (except a Dank Note), and Promissory 
Note of any kind whatsoever (except a Bank 
Note), drawn or expressed to be payable, or 
actually paid, or indorsed, or in any manner 
negotistwl in the United Kingdom. Where 
the amount ftr value of the money for which 
the Bill or Note is drawn or made does nob 

exceed £5 

Exceeds £5 and does not exceed £10 

„ £10 „ « - 
£•20 „ ,, £ f >0 


£ 8. d. 

0 0 1 


0 0 1 
0 0 2 
0 0 S 
0 0 6 


>» 
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^ 8. a. 

Exceeds £50 and does not exceed £75 *..0 0 9 

£75 „ „ £100 ... 0 1 0 

Eor every £100, and also for any fractional 
part of £100 of such amount or value ... 0 1 0 

S. 55. — “ When a bill of exchange is drawn in a set according 
to the custom of merchants, and one of the set is duly stamped, 
the other or others of the set shall, unless issued or in some 
manner negotiated apart from such duly stamped bill, be exempt 
from duty ; and upon proof of the loss or destruction of a duly 
stamped bill, forming one of a set, any other bill of the set which 
has not been issued or in any manner negotiated apart from such 
lost or destroyed bill, may, although unstamped, be admitted in 
evidence to prove the contents of such lost or destroyed bih*’ 

Capacity and Autliority of Parties 

122** 1. Capacity to incur liability as a party to a bill is 
co-extensive with capacity to contract 

Provided that nothing in this section shall enable a corporation 
to make itself liable as drawer, acceptor, or indorser of a bill unless 
it is competent to it so to do under the law for the time being in 
force relating to corporations 

2. Where a bill is drawn or indorsed by an infant, minor, or 
corporation having no capacity or power to incur liability on a 
bin, the drawing or indorsement entitles the holder to receive pay- 
ment of the bill, and to enforce it against any other party thereto 

123. ** No person is liable as drawer, indorser, or acceptor of 
a hill who has not signed it as such : Provided that 

1, Where a person signs a bill in a trade or assumed name, he 
is liable thereon as if he had signed it in his own name: 

2. The signature of the name of a firm is equivalent to the 
signature by the person so signing of the names of all persous 
liable as partners in that firm 

On the !Forni of Bills and Notes 

124. * 1. An inland bill is a bill which is or on the face of it 
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pnqiorts to l>e (nr) both drawn and payable within the British 
Ihinds, or (l>) drawn within the British Hands upon some person 
resident therein. Any other bill is a foreijjn bill 

For the. purpo.ses of this Act “British Hands” means any 
I«irt of the Uniti'd Kinsdom of Oreat Britain and Ireland, the 
ilands of Man, Guernsey, Jersey, Alderney, and Sark, and the 
ilands adjacent to any of them being part of the dominions of 
Her Majesty 

2. Unless the contraiy appear on the face of the bill the 
holder may treat it as an inland bill 

126. No particular form of words is necessary for a Bill or 
Note 

2. It may be ^^ritten in any language and on any material ; 
and in pencil («) as well as m ink 

(rt) Geary v. IVii/siV/c, 5 13. C., 23 i 

126. It is usual, but not necessary, to insert the name of 
the pliuie where the bill or note is nuwle: if there is no date it 
will Iks considered as dated at the time it is made 

De ia Courtier v. Bellamy, 2 Show., 432. Hague v. French, 3 B. 
St !>., 178. aUee v. Bourne, 6U.Sc S., 78 

127. Bills and Notes wore formerly specialties under seal ; 
and therefore no consideration was required to be expressed in 
them : the same principle holds good now that the formality of 
sealing is dispensed with, and they are in the form of mere simple 
contracts 

White V. LeSaich, 4 Doug., 247. Qrant t. Ba Cotta, 8 M. & S., 
3S1 

128. * An instrument which orders any act to bo done in 
addition to the payment of nuniey, is not a bill of exchange 

An order to pay out of a particular fund is not unconditional 
within the mraning of this section ; but an unqualified order to 
pay, conided with (n) an indication of a particular fund out of 
which the drawee is to re-imlmrec himself or a particular account 
tt» be deitited with the amount, or (6) a statement of the transac- 
tion which gives rise to the bill, is unconditional 



528 


THEORY ANI> PRACTICE OF RANKING 


129. * A 'bill is not invalid by n-osou— 

(«) That it is not dated ; 

(b) That it does not specify the vjduo given, or that any valuo 
has been given, therefor ; 

(e) That it does not specify the place where it is drawn or tiic 
place where it is payable 

130. A bill must not bo payable on a contingency (a ) — 

The happening of the contingency before action brought does 

not cure the defect (b) 

(a) Pearson y. Oamttt 4 Mod., 243. Beardsley r. Baldwin^ 2 
Stra., 1161. Carlos v. Fancourt^ 6 T. E,, 482. Hoherts y. Peake^ 
Biorr., 323. Leeds v. Lancashire^ 2 Camp., 206. WilUamon y. 
Bennett, 2 Camp., 417. Hill y. BaJford, 2 B. 4; P-, 413. Hartley 
V. Wilkinson, 4 Camp., 127. Clarke v. Perceval, 2 B. Ad., 661. 
Ditiry y. Macaulay, 16 M. & W., 146. Aleaand^ y. 16 Q. 

B., 333. Palmer y. Pratt, 2 Bing., 186. Worley y. IXarrison, 3 A. 
& E., C69. Bohins y. May, 11 A. de E., 214 
(Z>) Hill V- Halford, 2 B. P., 413 

131. * 1. Where a bill is not payable to bearer, the payee 
must be named or otherwise indicated therein with reasonable 
cei-tainty 

2. A bill may be made payable to tw’o or more payees jointly, 
or it may be made payable in the alternative to one of two, or 
one or some of several payees. A bill may also be made payable 
to the holder of an office for the time being 

S. Where the payee is a fictitious or non-existing person the 
bill may be treated as payable to bearer 

132. 1. A bill drawn payable to , or order, is void (a) 

2. But a bond fiio holder for value may insert his own name in 

it, and sue the parties to it (5) 

(а) Bex y. Btehards, B. & E. C. 0., 193. Bex y. Bandall, B tfc 
B. 0. 0., 196 

(б) Crutchley y. Clarance, 2 M. S., 190. Attwood y. Orifm, B. 
& M., 226. Crutchley y. Mann., 8 Taunt., 629 

133. If the drawer of a bill inserts the name of a fuititioiH 
payee without the acceptor’s knowledge, and indorsees it in the 
name of the fiictitious payee, the holder cannot sue the acc(*ptor (a) 
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But if the acceptor knew that the payee was fictitious, the 
holder may sue him on it as payable to bearer (p) 

(a) Beimett v, Famell, 1 Camp., 130 

(b) Tatloch y. Han is, 3 T. R., 174. Vere v. Lewis, 3 T. E , 132. 
Minet Y. Gibson, 3 T. R , 481: affirmed m JDom. Proc,, 1 H. Bla , 
669 

184. The event must certainly happen: though the time 
when it may happen is uncertain 

Colehan y. Cooke, WiUes, 393. Poffey y. Greenwell, 10 A. <fe B., 
222. Andrews y. Fianklin, 1 Stra., 24 

135. A man may draw a bill upon, or make a note payable 
to himself, and when indorsed in blank it becomes payable to 
bearer 

Staike Y. Cheesman, Garth., 608. Deliers y, Harriot, 1 Show., 
163. Bobinson y. Bland, 2 B , 1077. Bichards y. Macey, 14 M c& 
W., 484. Browne y. J)e Winton, Gay v. Lander, 6 0. B , 336. 
Wood Y. Mytton, 10 Q. B., 805. Mayor y. Hammond, cited m 
Harvey y. Kay, 9 B <Ss 0,, 364. Boach y. Ostler, 1 Man. & Ry., 
120. Miller y. Thompson, 3 M. A G-., 676 

136. A bill, though accepted is of no force without the 
drawer’s signature, either as a bill or note 

Stoessiqer y. 8, JE. By, Co,, 3 B. & B., 663. Goldsmid y. Hampton, 
6 0 B., N. S., 94. Maccall y. Taylor, 34 L. J., 0. P., 365. Bex 
Y. Hart, 6 C. <fc P., 108 

137. If an instrument is made in terms so ambiguous that it 
is doubtful whether it is a bill or note, the holder may treat it as 
either 

Peto Y. Beynolds, 9 Ex., 410. Armfield y. Allport, 27 L. J., Ex., 
42. Fielden y. Marshall, 9 C. B., N. S , 606. Shuttleworth y. 
Stevens, 1 Camp., 407. Allan y. Mawson, 4 Camp., 115. Gray y. 
Milner, 8 Taunt., 739. Miller y. Thompson, 3 M. & G., 676 

138. * 1. When a bill contains words prohibiting transfer, or 
indicating an intention that it should not be transferable, it is 
valid as between the parties thereto, but is not negotiable 

2. A negotiable bill may be payable either to order or to 
bearer 

3. A bill is payable to bearer which is expressed to be so pay- 
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able, or oa wbicb tbe only or last indorsement is an indorsement in 
blank 

4, A bill is payable to order which is expressed to be so pay- 
able, or which is expressed to be payable to a particular person, 
and does not contain words prohibiting transfer or indicating an 
intention that it should not be transferable 

5. Where a bill, either originally or by indorsement, is ex- 
pressed to be payable to the order of a specified person, and not 
to him or his order, it is neyertheless payable to him or his order 
at his option 

139 . * The sum payable by a bill is a sum certain within the 
meaning of this Act, although it is required to be paid — 

{a) With interest 

(6) By stated instalments 

(c) By stated instalments, with a provision that upon default 
in payment of any instalment the whole shall become due 

(d) According to an indicated rate of exchange or according 
to a rate of exchange to be ascertained as directed by the bill 

1. Where the sum payable is expressed in words and also in 
figures, and there is a discrepancy between the two, the sum 
denoted by the words is the amount payable 

2. Where a bill is expressed to be payable with interest, 
unless the instrument otherwise provides, interest runs from the 
date of the bill, and if the bill is undated from the issue thereof 

140 . * 1 . A bill is payable on demand — 

(a) Which is expressed to be payable on demand, or at sight, 
or on presentation ; or 

(J) In which no time for payment is expressed 

2. Where a bill is accepted or indorsed when it is overdue, it 
shall, as regards the acceptor who so accepts, or any indorser who 
BO indorses it, be deemed a bill payable on demand 

141 . * A bill is payable at a determinable future time within 
the meaning of this Act which is expressed to be payable — 

1. At a fixed period after date or sight 

2. On or at a fixed period after the occurrence of a specified 
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event which is certain to happen, though the time of happening 
may be uncertain 

An instrument expressed to be payable on a contingency is 
not a bill, and the happening of the event does not cure the defect 

142, ’’^ Where a bill expi-essed to be payable at a fixed period 
after date is issued undated, or where the acceptance of a bill pay- 
able at a fixed period after sight is undated, any holder may insert 
therein the true date of issue or acceptance, and the bill shall be 
payable accordingly 

Provided that (1) where the holder in good faith and by mis- 
take inserts a wrong date, and (2) in every case where a wrong 
date is inserted, if the bill subsequently comes into the hands of a 
holder in due course the bill shall not be avoided thereby, but 
shall operate and be payable as if the date so inserted had been 
the true date 

143, * 1. Where a bill or an acceptance or any indorsement 
on a bill is dated, the date shall, unless the contrary be proved, be 
deemed to be the true date of the drawing, acceptance, or indorse- 
ment, as the case may be 

2. A bill is not invalid by reason only that it is ante-dated or 
post-dated, or that it bears date on a Sunday 

144, *“ The drawer of a bill and any indorser may insert 
therein the name of a person to whom the holder may resort 
in case of need, that is to say, in case the bill is dishonoured by 
non-acceptance or non-payment. Such person is called the referee 
in case of need. It is in the option of the holder to resort to the 
referee in case of need or not as he may think fit 

146.* The drawer of a bill, and any indorser, may insert 
therein an express stipulation — 

1. ITegativing or limiting his own liability to the holder : 

2, Waiving as regards himself some or all of the holder’s duties 

146.* 1. Where a simple signature on a blank stamped paper 
is delivered by the signer in order that it may be converted into a 
bill, it operates as a prmd fam authority to fill it up as a com- 

MM 2 
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plete bill for any amount the stamp will cover, using the signature 
for that of the drawer, or the acceptor, or an indorser ; and, in 
like manner, when a bill is wanting in any material particular, the 
person in possession of it has a ;prmol, fam authority to fill up the 
omission in any way he thinks fit 

2. In order that any such instrument when completed may be 
enforceable against any person who becomes a party thereto prior 
to its completion, it must be filled up within a reasonable time, 
and strictly in accordance with the authority given, Eeasonable 
time for this purpose is a question of fact 

Provided that if any such instrument after completion is 
negotiated to a holder in due course it shall be valid and effectual 
for all purposes in his hands, and he may enforce it as if it had 
been filled up within a reasonable time and strictly in accordance 
with the authority given 

147. * 1. Where a person signs a bill as drawer, indorser, or 
acceptor, and adds words to his signature, indicating that he signs 
for or on behalf of a principal, or in a representative character, he 
is not personally liable thereon ; but the mere addition to his 
signature of words describing him as an agent, or as filling a 
representative character, does not exempt him from personal 
liability 

2. In determining whether a signature on a bill is that of the 
principal or that of the agent by whose hand it is written, the 
construction most favourable to the validity of the instrument 
shall be adopted 

148. * 1. A bill may be drawn payable to, or to the order of, 
the drawer : or it may be drawn payable to, or to the order of, 
the drawee 

2. Where, in a bill, drawer and drawee are the same person, or 
where the drawee is a fictitious person, or a person not having 
capacity to contract, the holder may treat the instrument, at his 
option, either as a bill of exchange or as a promissory note 

149. * 1. The drawee must be named or otherwise indicated 
in a bill with reasonable certainty 
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2. A bill may be addressed to two or more drawees whether 
they are partners or not, but an order addressed to two drawees in 
the alternative or to two or more drawees in succession is not a 
bill of exchange 

1. An instrument in the form of a note payable to 
maker’s order is not a note within the meaning of this section 
unless and until it is indorsed by the maker 

2. A note is not invalid by reason only that it contains also 
a pledge of collateral security with authority to sell or dispose 
thereof 

3. A note which is, or on the face of it purports to be, both 
made and payable within the British Hands is an inland note. 
Any other note is a foreign note 

151.^ The maker of a promissory note by making it — 

1. Engages that he will pay it according to its tenor ; 

2. Is precluded from denying to a l;^lder in due course the 
existence of the payee and his then capacity to indorse 

162 .* 1. Subject to the provisions in this part and, except as 
by this section provided, the provisions of this Act relating to 
bills of exchange apply, with the necessary modifications, to 
promissory notes 

2. In applying those provisions the maker of a note shall be 
deemed to correspond with the acceptor of a bill, and the first 
indorser of a note shall be deemed to correspond with the drawer 
of an accepted bill payable to drawer’s order 

3. The following provisions as to bills do not apply to notes j 
namely, provisions relating to — 

{a) Presentment for acceptance ; 

(1) Acceptance ; 

(c) Acceptance suprJi protest ; 

(d) Bills in a set 

4. Where a foreign note is dishonoured, protest thereof is 
unnecessary 

153* 1. Every contract on a bill, whether it be the drawer’s, 
the acceptor’s, or an indorser’s, is incomplete and revocable, until 
delivery of the instrument in order to give effect thereto 
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Provided that where an acceptance is written on a bill, and 
the drawee gives notice to or according to the directions of the 
person entitled to the bill that he has accepted it, the acceptance 
then becomes complete and irrevocable 

2. As between immediate parties, and as regards a remote 
party other than a holder in due course, the delivery — 

(а) In order to be effectual must be made either by or under 
the authority of the party drawing, accepting, or indorsing, as the 
case may be : 

(б) May be shown to have been conditional or for a special 
purpose only, and not for the purpose of transferring the property 
in the bill 

But if the bill be in the hands of a holder in due course a 
valid delivery of the bill by all parties prior to him so as to make 
them liable to him is conclusively presumed 

8. Where a bill is no longer in the possession of a party who 
has signed it as drawer, acceptor, or indorser, a valid and un- 
conditional dehvery by him is presumed until the contrary is 
proved 

154*’'^ A promissory note is inchoate and incomplete until 
delivery thereof to the payee or bearer 

165. ^ 1. A promissory note may be made by two or more 
makers, and they may be liable thereon jointly, or jointly and 
severally according to its tenor 

2. Where a note runs I promise to pay ” and is signed by 
two or more persons it is deemed to be their joint and several 
note 

166. * 1. Where a note payable on demand has been indorsed 
it must be presented for payment within a reasonable time of the 
indorsement. If it be not so presented the indorser is discharged 

2. In determining what is a reasonable time, regard shall be 
had to the nature of the instrument, the usage of trade, and the 
facts of the particular case 

3. Where a note payable on demand is negotiated, it is not 
deemed to be overdue, for the purpose of affecting the holder with 
defects of title of which he had no notice, by reason that it appears 



LAW O’F CREDIT, BILLS AND NOTES 535 

that a reasonable time for presenting it for payment has elapsed 
since its issue 


Lialility of Drawer or Indorser 

157.* 1. The drawer of a bill by drawing it — 

(a) Engages that on due presentment it shall be accepted and 
paid according to its tenor, and that if it be dishonoured he will 
compensate the holder or any indorser who is compelled to pay it, 
provided that the requisite proceedings on dishonour be duly 
taken; 

(d) Is precluded from denying to a holder in due course the 
existence of the payee and his then capacity to indorse 

2. The indorser of a bill by indorsing it — 

(а) Engages that on due presentment it shall be accepted and 
paid according to its tenor, and that if it be dishonoured he will 
compensate the holder or a subsequent indorser who is compelled 
to pay it, provided that the requisite proceedings on dishonour be 
duly taken ; 

(б) Is precluded from denying to a holder in due course the 
genuineness and regularity in all respects of the drawer’s signature 
and all previous indorsements j 

(c) Is precluded from denying to his immediate or a sub- 
sequent indorsee that the bill was at the time of his indorsement 
a valid and subsisting bill, and that he had then a good title 
thereto 

168.* Where a person signs a bill otherwise than as drawer 
or acceptor, he thereby incurs the liabilities of an indorser to a 
holder in due course 


Rights of the Holder 

169.* The rights and powers of the holder of a bill are as 
follows : — 

1. He may sue on the bill in his own name : 

2. Where he is a holder in due course, he holds the bill free 
from any defect of title of prior parties, as well as from mere 
personal defences available to prior parties among themselves, and 
may enforce payment against all parties liable on the bill ; 
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8. Where his title is defective (a) if he negotiates the hill to a 
Iiolder ill dae course, that holder obtains a good and complete title 
to the bill, and (Z>) if he obtains payment of the bill the person 
who pays him in due course gets a valid discharge for the bill 

Funds in Hands of Draivee 

160 ,* 1. A bill, of itself, does not operate as an assignment 
of funds in the hands of the drawee available for the payment 
thereof, and the drawee of a bill who does not accept as required 
by this Aot is not liable on the instrument. This sub-section 
shall not extend to Scotland 

2, In Scotland, where the drawee of a bill has in his hands 
funds available for the payment thereof, the bill operates as an 
assignment of the sum for which it is drawn in favour of the 
holder, from the time when the bill is presented to the drawee 

On the Consideration 

161 . A Consideration is any loss or detriment to the plaintiff 
sustained at the request or for the sake of the defendant : or any 
benefit to the defendant moving from the plaintiff 

162 . * 1* Valuable consideration for a bill may be consti- 
tuted by — 

(a) Any consideration sufficient to support a simple contract; 

(&) An antecedent debt or liability. Such a debt or liability 
is deemed valuable consideration whether the hill is payable on 
demand or at a future time 

2, Where value has at any time been given for a bill the 
holder is deemed to be a holder for value as regards the acceptor 
and all parties to the bill who became parties prior to such time 

8. Where the holder of a hill has a lien on it, arising either 
from contract or by implication of law, he is deemed to be a 
holder for value to the extent of the sum for which he has a lien 

The debt of a third person is good consideration for which a 
person may bind himself by bill payable after date 

Fopplewell y. Wilson, 1 Stra., 264. Coovibs v. Ingi am, 4 D. & B.> 
211 Bidoiit V. Bmtow, 1 0. & J , 231. Wildeis y. Btevens, 15 M 
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<fc W., 208. Soweity v. Butcher, 2 0. & M., 368. Balfour v. The 

Sea, Fire, and Life Imu. Co», 3 0. B., N. S., 300 

163. But not for a bill or note payable on demand, unless 
taken, in substitution for the other debt 

Fo)th V. Stanton, 1 Wms., Saunders, p. 210o., note o. Croft v. 

Beale, 11 0. B., 172 

164. Cross acceptances for mutual accommodation are re- 
spectively considerations for each other 

Bolfe V. Caslon, 2 H. Bla , 571. Bose v. Sims, 1 B. <fe Ad., 621. 

Cowleij V. Dunlop, 7 T. E , 568. Buckler v. Buttwant, 3 Bast., 72. 

Caidtoell v. Mai tin, 9 East., 190 

165. 1. If the bill or note has been given for an illegal 
consideration, or has been obtained by fraud, or duress, or lost, or 
stolen, the defendant may call upon the holder to prove the 
consideration ho gave for it 

2. But not otherwise 

Mills V. Barber, 1 M. & W., 425. Percivat v. Frampton, 2 0. M. 

& E., 180. Whitaker v. Edmunds, 1 A. E., 638. Jacob v. 

Hurgate, 1 Moo. Eob., 445. Edmonds v. Groves, 2 M. <fe W., 642. 

Smith V. Martin, 9 M. & W., 304. Feai n v. Filica, 7 M. & G*., 613. 

Bingham y. Stanley, 2 Q. B., 117 

166. "* 1. An accommodation party to a bill is a person who 
iias signed a bill as drawer, acceptor, or indorser, without receiving 
value therefor, and for the purpose of lending his name to some 
ither person 

2. An accommodation party is liable on the bill to a holder 
for value ; and it is immaterial whether, when such holder took 
the bill, he knew such party to be an accommodation party or not 

167. ’*' A holder in due course is a holder who has taken a bill, 
3omplete and regular on the face of it, under the following 
3onditions, namely — 

{a) That he became the holder of it before it was overdue, 
md without notice that it had been previously dishonoured, if 
such was the fact : 

{h) That he took the bill in good faith and for value, and 
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tliafc at the time the bill was negotiated to him he had no notice 
of any defect in the title of the person who negotiated it 

2. In particular the title of a person who negotiates a bill is 
defectiye within the meaning of this Act when he obtained the 
bill, or the acceptance thereof, by fraud, duress, or force and fear, 
or other unlawful means, or for an illegal consideration, or when 
ho negotiates it in breach of faith, or under such circumstances as 
amount to a fraud 

8, A holder (whether for value or not) who derives his title 
to a bill through a holder in due course, and who is not himself a 
party to any fraud or illegality affecting it, has all the rights of 
that holder in due course as regards the acceptor and all parties to 
the bill prior to that holder 

168. * 1. Every paity whose signature appears on a bill is 
frma facie deemed to have become a party thereto for value 

2. Every holder of a bill is primd facie deemed to be a 
holder in due course ; but if in an action on a bill it is admitted 
or proved that the acceptance, issue, or subsequent negotiation of 
the bin is affected with fraud, duress, or force and fear, or ille- 
gality, the burden of proof is shifted, unless and until the holder 
proves that, subsequent to the alleged fraud or illegality, value 
has in good faith been given for the bill 

On Presentation for Acceptance 

169. The holder of an unaccepted bill should present it for 
acceptance as soon as possible 

If the drawee refuses acceptance the preceding parties become 
liable immediately 

If the holder is a mere agent he will be liable for any loss 
which may occur through his negligence to present 

A bin payable at sight or presentation is payable on demand 

If a biff is payable at any period after sight there is no right 
of action against any one until presentment for acceptance 

Unless presentment for acceptance is made within reasonable 
time the holder loses his remedy against the preceding parties 

What is reasonable time is a mixed question of law and fact, 
and depends upon the circumstances of each particular case 
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The holder may put it into circulation without presenting it 

Muilmen v. D^EguinOt 2 H. Bla., 665. Goupy v. Harden, 7 
Taunt., 160. F'ly y.H%11,7 Taunt., 396. Strakes v. Graham, 4: 
M. & W., 721. Melhsh v. Bawdon, 9 Bmg., 416. Shute y. Bohins, 
1 M. & Mai., 133. MulUck v. BadaMssen, 9 Moore, P. 0. Oa., 46. 

170. Presentment must be made to tlie drawer or bis au- 
thorised agent 

Cheek v. Boper, 5 Esp., 175 

171. The drawee is entitled to have reasonable time, usually 
twenty-four hours, to consider whether he will accept or not. If 
he detains the bill longer than allowed by mercantile usage, he 
is held to have accepted it 

Ing7 am y. Foster, 2 Smith, 242. Harvey v. Martin, 1 Camp. , 425n 

172. If the drawee has changed his residence the holder 
must use due diligence to find him 

GolUm v. Butler, 2 Stra., 1087. Bateman v. Joseph, 12 East., 433 

173. * 1. Where a bill is payable after sight, presentment 
for acceptance is necessary in order to fix the maturity of the 
instrument 

2. Where a bill expressly stipulates that it shall be presented 
for acceptance, or where a bill is drawn payable elsewhere than 
at the residence or place of business of the drawee, it must he 
presented for acceptance before it can be presented for payment 

3. In no other case is presentment for acceptance necessary 
in order to render liable any party to the biU 

4. Where the holder of a bill, drawn payable elsewhere than 
at the place of business or residence of the drawee, has not time, 
with the exercise of reasonable diligence, to present the bill for 
acceptance before presenting it for payment on the day that it 
falls due, the delay caused by presenting the biU for acceptance 
before presenting it for payment is excused, and does not discharge 
the drawer and indorsers 

174. * 1. Subject to the provisions of this Act, when a bill 
payable after sight is negotiated, the holder must either present 
it for acceptance, or negotiate it within a reasonable time 
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2. If he do not do so, the drawer and all indorsers prior to 
that holder are discharged 

3. In determining what is a reasonable time within the 
meaning of this section, regard shall be had to the nature of the 
bill, the usage of trade with respect to similar bills, and the facts 
of the particular case 

176.* 1. A bill is duly presented for acceptance which is 
presented in accordance with the following rules : — 

The presentment must be made by or on behalf of the 
holder to the drawee or to some person authorised to accept or 
refuse acceptance on his behalf, at a reasonable hour on a business 
day, and before the bill is OYerdue : 

(b) Where a bill is addressed to two or more drawees, who 
are not partners, presentment must be made to them all, unless 
one has authority to accept for aU, then presentment may be made 
to him only : 

(c) Where the drawee is dead presentment may be made to 
his personal representative : 

(d) Where the drawee is bankrupt presentment may be made 
to him or to his trustee : 

(e) Where authorised by agreement or usage a presentment 
through the post oifioe is sufficient : 

2. Presentment in accordance with these rules is excused, 
and a bill may be treated as dishonoured by non-acceptance — 

(a) Where the drawee is dead or bankrupt, or is a fictitious 
person, or a person not having capacity to contract by bill ; 

(b) Where, after the exercise of reasonable diligence, such 
presentment cannot be effected ; 

(c) Where, although the presentment has been irregular, 
acceptance has been refused on some other ground 

8. The fact that the holder has reason to believe that the 
bill, on presentment, will be dishonoured does not excuse pre- 
sentment 

176.* When a bill is duly presented for acceptance, and is not 
accepted within the customary time, the person presenting it must 
treat it as dishonoured by non-acceptance. If he do not, the 
holder shall lose his right of recourse against the drawer and 
indorsers 
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177. * (1.) A bill is dishonoured by non-acceptance — 

(a) When it is duly presented for acceptance, and such aa 
icoeptance as is prescribed by this Act is refused or cannot be 
obtained ; or 

(Z>) When presentment for acceptance is excused and the bill 
is not accepted 

2. Subject to the provisions of this Act when a bill is dis- 
lionoared by non-acceptance, an immediate right of recourse 
against the drawer and indorsers accrues to the holder, and no 
presentment for payment is necessary 

Of Acceptance 

178. Acceptance is, in general, an engagement to pay the 
bill when due in money 

Clai h V. Cocht 4 East., 72. Bussell v. Phillips^ 14 Q. B., 891 


179. * 1. The acceptance of all bills inland (a), and foreign 
(1), must be in writing on the bill, signed by the acceptor or some 
person duly authorised by him 

2. The mere signature of the drawee without additional 
words is sufficient 

(a) 1 & 2 Geo. (1821), o. 78, o. 2 

(b) 19 & 20 Viot. (1866) o. 97, s. 6 

180. The term “ acceptance” includes delivery or notifica- 
tion of the fact of acceptance to the parties interested 

Cox T. Troy, SB.* Aid., 474. Chapman v. Cottrell, 34 L. J., 
Ex., 186 

181. * It must not express that the drawee will perform his 
promise by any other means than the payment of money 

183.* A bill may be accepted— 

1. Before it has been signed by the drawer, or while other- 
wise incomplete : 

2. When it is overdue, or after it has been dishonoured by a 
previous refusal to accept, or by non-payment : 

3. When a bill payable after sight is dishonoured by non- 
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. acceptance, and tte drawee subsequently accepts it, the holder, in 
the absence of any different agreement, is entitled to have the bill 
accepted as of the date of first presentment to the drawee for 
acceptance 

183. 1. An acceptance once completed, ^.5., by writing and 
delivery or notification, is irrevocable (a) 

2, But the drawee may cancel his signature before delivery 
or notification if he pleases (d) 

(a) Clarke y. Oocfc, 4 East., 57. Wynne v. Raikes, 5 East., 514. 
Roioell y. Monnievt 1 Atk., 611. Mendizahal v. Machado, S Moo. & 
Sc , 841. Fairlee y. Hemng, 3 Bing., 625 
(h) Cox y. Troy, 5 B. Aid., 474. The Bank of Van Dieman^s 
Land y. The Bank of Victoria, L. B., 3 Pr. 0., 626 

184. * The acceptor of a bih by accepting it — 

1. Engages that he will pay it according to the tenor of his 
acceptance 

2. Is precluded from denying to a holder in due course — 

(a) The existence of the drawer, the genuineness of his signa- 
ture, and his capacity and authority to draw the bill ; 

(2>) In the case of a bill payable to drawer’s order, the then 
capacity of the drawer to indorse, but not the genuineness or 
validity of his indorsement : 

(c) In the case of a bill payable to the order of a third person 
the existence of the payee and his then capacity to indorse, but 
not the genuineness or validity of his indorsement 

Unless he knew of the forgery at the time of acceptance, and 
intended the bill to be circulated with a forged indorsement 

Smith y. Chester, 1 T. R., 655. Robinson v. Yarrow, 7 Taunt., 
455. Beeman y. Duck, 11 M. & W., 251 

185. If the bill is drawn in a fictitious name, or is a forgery 
of a real name, to the knowledge of the acceptor, he undertakes to 
pay to an indorsement by the same hand 

Tatloek y. Ranis, 3 T. R., 174. Vere y. Lewis, 3 T. R., 182. 
Minet y. Gibson, 1 H. Bla., 569 Gibson y. Hunter, 2 H, Bla., 187. 
Bennett y. Famell, 1 Camp., 130. Schultz y, Astley, 2 Bing., N. 
C., 544. Taylor y. Croher, 4 Esp , 187. Bass y Clive, 4 M. <fe W., 
251. Phillips y. Im Thurm, L. R., 1 0. P., 463 
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186. The acceptance of a bill purporting to be indorsed hj 
che payee does not admit the genuineness of the indorsement 

Tuclter v. Rohaits^ 16 Q. B., 660, Garland v, Jacombj L. R., 8 
Ex , 216 

187. A person who accepts a bill ostensibly as agent for 
another person, bnt without his authority, is personally liable 

Gwney v. Evans j 3 H. & N., 122 

188. A bill can only be accepted by the drawee, and not by 
a stranger ; unless the drawee ratifies and adopts the signature as 
that of his agent : or for the honour of the drawee 

Nicliols V. Eiamondf 9 Exch , 154. Lindus v. Bradwell, 5 0. B., 
683. Eolhtll V. Walter, 3 B. & Aid., 114. Eastwood v. Bain, 3 A. 
& N., 738. Davis v. Clarke, 6 Q. B., 16. Jackson v. Hudson, 2 
Camp., 447 

189. There cannot be two or more separate acceptors to a 
bill not jointly responsible 

But the second acceptance may be held as a guaranty for the 
first 

Jackson y. Hudson, 2 Camp., 447 


190. An instrument drawn, but not addressed to any one, is 
yet a valid instrument, if any one accepts it, or it may be inferred 
who the drawee is intended to be 

Gray v. Milner, 8 Taunt., 739. Rex v. Hunter, Russ. & Ry , 611. 
Shuttlewoith v. Stevens, 1 Camp., 407. Allan y. Mawson, 4 Camp , 
115. Reg, y. Hawkes, 2 Mood., C. C., 60. Reg. y. Smith, 2 Mood., 
C. C., 295 

191, If the drawee has once admitted that the acceptance is 
his writing, he cannot afterwards allege that it is forged (^) 

If he pays several bills drawn upon him by a person connected 
with him in business, but who has forged his signature, he is 
liable to pay other bills drawn upon him in a similar way (&) 

But if he pays one bill drawn upon him by a person not con- 
nected with him in business, who has forged his signature, that 
will not bind him to pay similar forgeries in future (c) 
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(а) Leach r. Buchanan, 4 Esp., 226. Brooh v. Hooh, L. R., 6 
Ex., 89 

(б) Barber v. Gingell, 3 Esp , 60 

(c) Cash V. Taylor, LI. & Webs., 178. Morris v, Bethell, L. R., 6 
0; P., 47 

192.* An acceptance is either general or qualified 
A general acceptance is an absolute engagement to pay the 
bill according to its tenor and effect 

A qualified acceptance is either condzitonal, i.e., an engagement 
to pay the bill on a certain condition being fulfilled ; or jpartial, 
that IS, varying from the tenor of the bill 

In particular, an acceptance is qualified which is — 

{a) Conditional, that is to say, which makes payment by the 
acceptor dependent on the fulfilment of a condition therein stated; 

(&) Partial, that is to say, an acceptance to pay part only of 
the amount for which the bill is drawn : 

(c) Local, that is to say, an acceptance to pay only at a par- 
ticular specified place : 

An acceptance to pay at a particular place is a general ac- 
ceptance, unless it expressly states that the bill is to be paid there 
only, and not elsewhere : 

{d) Qualified as to time : 

(«) The acceptance of some one or more of the drawees, but 
not of all 

198. 1. The holder of the bill is entitled to have a general ac- 
ceptance ; and if the drawee offers a qualified acceptance, the holder 
may refuse it ; note the bill ; and give notice of dishonour to the 
preceding parties 

2, If he intends to receive it he must give notice to the other 
parties and obtain their consent, or they will be discharged (a) 

Zfi When the drawer or indorser of a biU receives notice of a 
qualified acceptance, and does not within a reasonable time express 
his dissent to the holder, he shall be deemed to have assented 
thereto 

4. But he must not note or protest the bill, or give general 
notice of dishonour, as by doing so the acceptor would be dis- 
charged (b) 

5. Whether an acceptance is absolute or conditional is a 
question of Law 
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(а) Sebag v. Abitholt 4 M. & S , 462. Bowe r. Yomg^ 2 Bligh, 
391 ; see answers of the J adges to question three Outhwaite v. 
Luntleyt 4 Camp , 177. Boehm v. Garciast 1 Cam., 425n 

(б) Sproat v. Matthews^ 1 T. E., 182. Bentinck v. Dorrei% 6 
East., 200 

194.* A biE domiciled at a particular place is a general ac- 
ceptance unless made payg,ble there only, and not elsewhere 

1 G-eo. 4, c. 78. Siggers v. Nzckols, 3 Jur., 341 

The provisions of this sub-section do not apply to a 
partial acceptance, whereof due notice has been given. Where a 
foreign bill has been accepted as to part, it must be protested as 
to the balance 


On Signing ly Procuration 

196. It is very common for persons to authorise others to 
draw, accept, or indorse and negotiate bills for them, and such 
signing is called — signing lypromration 

As the agent is the mere hand which performs the duty, 
persons may sign by procuration who have no capacity in their 
own right to contract, such as infants, persons attainted, or, in fact, 
labouring any disqualification 
Go. Litt., 52a 

197. * A signature by procuration operates as notice that the 
agent has but a limited authority to sign, and the principal is 
only bound by such signature if the agent in so signing was 
acting within the limits of his authority 

198. No particular form is neces>sary to convey this authority, 
either verbal or written. But any one who takes a bill drawn, 
accepted, or indorsed by procuration, should make inquiiy whether 
9 r not the authority has been properly followed 

Alexander v. Mackenzie^ 6 0. B., 766. Attwood v. Munnings, 7 
B. & C., 278 

199. General authority to transact business does not carry 
feith it powers to negotiate bills : but if the agent gives notice 
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that*he is acting as agent, and the principal afterwards adopts his 
acts, he will be bound by them 

Saundenon v. 5 B. & 0., ^)09. Vere y. Ashhy, 10 B. & 

C., 288. Wilson y, Tummony 6 M, G , 236. Ancona y, MarhSy 7 
H. <fe N., 686 

200. Special authorities will be construed strictly; but if an 
agent has been in the habit of negotiating bills for his principal, 
or other person connected with him in business, and he has adopted 
this person’s acts, he will be bound by them 

Barber y. Gingelly 3 Esp , 60. Lleioellyn y. Winchioorthy 13 M. <fc 
"W., 698. Cash v. Taylor y LI. "Web., M. 0., 178. Brescott Y. 
Fltnny 9 Bing., 19 

201. An agent’s authority will be presumed to continue 
until notice is given of its termination. Such notice as regards 
strangers must be given in The Gazette^ and to customers and 
correspondents by individual communication 

202. An agent who wishes to avoid personal liability, must 
either sign his principal’s name only ; or expressly state on the 
face of the instrument that he signs as agent 

203. Evidence cannot be received to charge a principal who 
is not named on the face of the bill or note (a): nor to discharge 
an agent who signs it in his own name (&) 

{ct) Leadbitter v. Farrow, 6 M. & S., 349. Bult y. Mon ell, 12 A. 
& E., 760. Edmunds y. Bushell, 35 L J., Q. B., 91 

(6) Higgins v. Senior, 8 M. & W., 834 

204. Where an agent, being duly authorised, expressly states 
on the face of the instrument that he merely signs it by procura- 
tion, for a principal, he will not be bound 

But if in any case whatever he signs it without authority, he, 
and he only, will be personally liable ; and his representatives as 
well 

Lee Y. Zagury, 8 Taunt., 114. Leadbitter y. Fairow, 5 M. <fe S., 
845. Sowerby y. Butcher; Alexander y. Sizer, L. R., 4 Ex., 105. 
Goupy Y. Haiden, 7 Taunt., 160. Lefevre v. Lloyd, 6 Taunt., 749. 
Thomas v. Bishop, 2 Stra., 955. Bew v. Pettet, 1 A. & E., 196. 
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Mare v. CharUs, 6 E. & B„ 978. Lewis v. N%cholson, 18 Q. B., 509* 
Xtandall v. Tummen, 18 0. B., 786. CoUen v. WrigJit, 7 E. & B., 
301. Kelner v. Baxter, L. E., 2 C. P., 174. Scott v. Lord Ehwry^ 
L. E., 2 0. P., 255. PoZ/iaz v. 3 B. & Ad.. 114 

205. In ordinary trading partnerships each member of the 
firm may bind it by bills 

But he must use the name of the firm, or one which it is 
sometimes known by 

Dormant or secret partners, and also ostensible partners, or 
persons who hold themselves out as partners, are also bound 

Pinckney v. Hall, 1 Salk., 126 Lane v. Williams, 2 Veru., 277. 
Wells V. Masterman, 2 Esp., 731. Harnson y. Jackson, 7 T. E., 
207. Swan v. Steele, 7 East., 210. Bidley y. Taylor, 13 East., 175. 
Lewis y. Reilly, 1 Q. B., 349. Stephens y. Reynolds, 5 H. <& N > 
513. Mason y. Rumsey, 1 Camp , 384. Nicholson y. Ricketts, 29 
L. J., Q. B., 55. South Carolina Bank v. Case, 8 B. cfc 0., 427. 
Ex parte Bolitho, Buck., 100. Thicknesse y. Bromilow, 2 C. & J.* 
425. Lloyd y. Ashhy, 2 B. & Ad , 23. Yere y. Ashby, 10 B. & 0., 
288. Gw ney y Evans, 3 H. & N., 122. WiWams v. Johnson, 1 B. 
& 0., 146. Forbes y. Marshall, 11 Ex., 166. Maclae y. Sutherland^ 
3 E. & B., 1. Brown y. Kidger, 8 H. <fe N., 853 

206. If he does not sign the name of the firm it will not be 
bound 

Faith y. Richmond, 11 A. & E., 339. Kirk y. Blurton, 9 M. <fe 
W., 284. Siffin y. Walker, 2 Gamp., 308. Ex parte Emly, 1 Eose» 
61. Emly y. Lye, 15 East., 7 

207. But a member of a iion*fcrading partuership cannot 
bind it by bills : unless authority may be inferred 

Dickinson y. Valpy, 10 B & 0., 128. Brown y. Byers, 16 M. 
W., 252. Thicknesse y. Biomilow, 2 Or. & Z., 425. Greenslade y% 
Dewar, 7 B. & 0., 635. Hedley y. Bainhridge, 3 Q. B., 816. Levy 
y. Pyne, C & Mar., 453. Foister y. Mackieth, L. E., 2 Ex., 69» 
Smith y. Craven, Or. & J., 500 

208. Creditors carrying on a business to satisfy their debts 
out of the business are not partners 

Wheatcroft y, Hickman, 9 C. B., N S , 47 

209. 1. A person, however, who takes a bill or note fi'om one 

NN 2 
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partner, knowing, or having reasonable canse to snspect, that it is 
contrary to the consent of the other partners, cannot sue them {a) 
2. And the indorsee of such bill taken in fraud of the partner- 
ship, must prove that he innocently gave value for it (h) 

(a) Heillut v. Neville, L. E , 6 0. P., 478. J5a? her v. Backhouse, 
Peake, 86, Janes v. Yates, 9 B. & C., 632. JaeauA v, Freruih, 12 
East., 317. Laveson v. Lane, 13 0. B., N. S., 278. Ex parte 
Bonhonus, 8 Yes., 540. Green v. Deakin, 2 Stark., 347. Ex paite 
Goulding, 2 G1 & J., 118. Fianlland v. McGusty, 1 Knapp., P. 0., 
274. Lord Galway v. Mathew, 10 East., 264. Sherrrf v. Wilkes, 
1 East., 48 

(5) Arden v. Sharpe, 2 Esp., 624. Wells v. Masterman, 2 Esp., 
731. Hogg v. Skeen, 34 L. J., 0. P., 153. Bidley v. Taylor, 13 
East., 175. Sutton v. Giegory, 2 Peake, 160 

210. If the same person, a partner in two firms of the same 
name, negotiates a bill in the common name of the firms, the 
holder may sue either 

Baker v. Charlton, Peake 80, Swan v. Steele, 7 East., 210 

211. Dissolution of partnership should be notified in Th& 
Gazette, which will avail against persons vvho have had no deal- 
ings with the firm : but all customers and correspondents should 
receive individual notice of dissolution ; otherwise ex-partners 
may still bind the firm to parties who have had no notice of the 

Heath v. Sansom, 4 B. & Aid., 172. Booth v. Quin, 7 Price, 193. 
Godfrey v. Turnbull, 1 Esp., 371. Graham v. Hope, Peake, 154. 
Graham v. Thompson, Peake, 42. Newsome v. Coles, 2 Camp., 617. 
Farrar v. Bejlinne, 1 0. & K, 680. Williams v. Keates, 2 Stark., 
290 

212. The change of the names on the cheques of a firm of 
bankers is a sufficient notice to their customers of a change in the 
firm 

Barfoot v. Goodhall, 3 Camp., 147 


213. After a dissolution of partnership the members are 
separate individuals, and, therefore, all must join in signing a 
bill (a) 
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Unless they give authority to one of their number to sign for 
them (Z>) 

(a) Abel v. Sutton^ 3 Esp., 108. Kilgorn v, Finlay son, I H,, 
Bla., 155 

(5) Smith V. Winter, 4 M. & W., 454 

On the Alteration of a BUI or Note 

214* A hill or note may be altered by the consent of the 
parties before it is issued, Le,, passed away for value 

Kennerley v. Nash, 1 Stark., 452. Doxones v. Richardson, 5 B. & 
Aid., 674. Tarleton v. Shingler, 7 0. B., 812. Matson v. Petit, 1 
Camp., 82n 

216. After a bill or note has once been issued it cannot he 
altered in any material part, ue., so as to alter the responsibility 
of the parties 

Except only to correct a mistake, and to fulfil the original 
intention of the parties 

Master v. Miller, 4 T. R., 820 ; affirmed 2 H. Bla., 141. Bowman 
V. NichoU, 5 T. R., 537. Kershaw v. Cox, 3 Esp., 246. Trap;p v. 
Spearman, 2 Esp., 57. Cardwell v. Martin, 9 East., 190. Knill v. 
Williams, 10 East., 431. Cowie v. Halsall, 4 B. & Aid., 197. 
Tidmarsh v. Grover, 1 M. <fc S., 735. Cock v. Coxwell, 2 C. M. & 
R., 291. Cation v. Simpson, 8 A. <fc E., 136. Burchfield v. Moore, 

3 E, <fe B., 683. Macintosh v. Haydon, By. & Mo., 362. Desbrowe 
▼. Wetherhy, M. <fc Rob., 438. Taylor v. Moseley, 6 0. <fe P., 273. 
Mamelin v. Brack, 9 Q. B., 306. Bodge v. Pnngle, 29 L. J., Ex., 
115. Outhwaithe v. Luntley, 4 Camp., 179. TFattow v. Blastings, 

4 Camp., 223. Ratlie v. Taylor, 15 East., 412. Brutt v. Pickard, 
By. & M., 37. Jacob v. Hart, 6 M. S., 142. Mx parte White, 2 
Dea. & Ch., 334. Byrom y. Thompson, 11 A. A E., 31. Cariw v. 
Tattershall, 2 M & G., 890. Mason v. Bradley, 11 M. ds W,, 590. 
Tliichman v, JSttdd, L. R. Ex., 171. Wanington v. Early, 23 L. 
J., Q. B., 47 


216.* 1. Where a bill or acceptance is materially altered 
without the assent of all parties liable on the bill, the bill is 
avoided except as against a party who has himself made, author^ 
ised, or assented to the alteration, and subsequent indorsers 
Provided that — 

Where a bill has been materially altered, but the alteration is 
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not apparent, and the hill is in the hands of a holder in due 
course, such holder may avail himself of the hill as if ifc had not 
been altered, and may enforce payment of it according to its 
original tenor 

2. In particular, the following alterations are material, 
namely, any alteration of the date, the sum payable, the time of 
payment, the place of payment, and, where a bill has been accepted 
generally, the addition of a place of payment without the acceptor’s 
assent 

217. An alteration which is not material, t.e., which does not 
vary the responsibility of the parties will not vitiate it 

Trajpp V. Spearman, 3 East., 57. Walter y. Cubley, 2 0. <& M., 
151. Aldous Y. Cornwell, L. B., 3 Q. B., 573 

218. An accommodation bih may be altered by the parties to 
it before it is issued, i.e., before it is passed away for value 

Downes v. Richardson, 6 B. & Aid., 674. Atwood v. Griffin, 2 0. 
& P., 368. TarUton v. ShingUr, 7 C. B., 812 

219. An alteration by the drawer or payee of a bill, or the 
payee of a note, does not extinguish the debt {a)i unless the bill 
or note was taken in satisfaction of the debt (5) 

{a) Sutton y. Toomer, 7 B. & C., 416. Atkinson y. Hawdon, 2 A. 
dc E., 628. Sloman y. Cox, 1 0. M & R., 471 

(6) Maedowall y. Royd, 17 L. J., Q. B., 295 

220. An alteration by the indorsee not only makes the in- 
strument void as against all parties, but also extinguishes the 
debt due from the indorser to the indorsee 

Alderson y. Langdale, 3 B. & Ad., 660 

221. The transferee of an altered bill has only the rights of 
the transferor 

BurcT^eld v* Moore, 3 E, B., 683 

222. If a person gives a renewal for a bill which has been 
vitiated by an alteration, he is not liable on the renewal, if he was 
not aware of the alteration at the time he gave the renewed bill 

Bell y. Gardiner, 4 M. <fe G., 11 
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223. The maker of a promissory note is discharged from his 
liability by any alteration of the note, *wherever the altered instru- 
ment, if gcnmne, wonld operate differently from the original 
instrument, even though it should be to his advantage : as, for 
instance, if names are added to a joint and several note besides 
those originally intended to be on it 

Clei h V. Blacktstocht Holt’s N. P. 0., 474 Gardner v. Walsh, 6 
E. & B,, 83 

224. A person who sues upon an altered bill will be required 
to prove the circumstances of the alteration ; and if he cannot, it 
is a question for the jury 

Johnson v. Duke of Marlborough, 2 Stark., 313. Henman v. 
Dickinson, 6 Bing., 183 Knight v. Clements, 8 A. & E., 215. 
Bishop V. Ghambre, 1 M. <fe Mai., 116. Disbrowe v. Wetherby, 6 0. 
& P., 758. Taylor v. Moseley, 6 0. & P., 273 

Negotiation of Bills 

226.’*^ 1. A bill is negotiated when it is transferred from one 
person to another in such a manner as to constitute the transferee 
the holder of the bill 

2. A bill payable to bearer is negotiated by delivery 

3. A bill payable to order is negotiated by the indorsement of 
the holder completed by delivery 

4. Where the holder of a b]ll payable to his order transfers it 
for value, without indorsing it, the transfer gives the transferee 
such title as the transferor had in the bill, and the transferee 
in addition acquires the right to have the indorsement of the 
transferor 

5. Where any person is under obligation to indorse a bill in a 
representative capacity, he may indorse the bill in such terms as 
to negative personal liability 

226.’’^ All bills and notes are now transferable or negotiable 
without being made payable to the payee, or bearer,'* or ‘‘order" 
36 <fe 37 Yiot. (1873), o. 66, s. 26, § 6, 11 

If, however, the words or order" are inserted, they can only 
be transferred by the payee’s indorsement 

Signature and delivery constitute indorsement 
§ 5, 1, supia. 
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227.* 1. Where the holder of a hill payable to hearer nego 
tiates it by delivery without indorsiug it, he is called a ^‘transferor 
by delivery ” 

A transferor by delivery is not liable on the instrument 
8. A transferor by delivery, who negotiates a bill, thereby 
warrants to his immediate transferee, being a holder for value, 
that the bill is what it purports to be, that he has a right to 
transfer it, and that at the time of transfer he is not aware of any 
fact which renders it valueless 


228. * An indorsement, in order to operate as a negotiation, 
must comply with the following conditions, namely : — 

1. It must be written on the bill itself, and be signed by the 
indorser. The simple signature of the indorser on the bill, without 
additional words, is sufficient 

An indorsement written on an allonge, or on a ‘‘ copy ” of 
a bill, issued or negotiated in a country where ‘‘ copies ” are 
recognised, is deemed to be written on the bill itself 

2. It must be an indorsement of the entire bill. A partial 
indorsement, that is to say, an indorsement which purports to 
transfer to the indorsee a part only of the amount payable, or 
which purports to transfer the bill to two or more indorsees 
severally, does not operate as a negotiation of the hill 

3. Where a bill is payable to the order of two or more payees 
or indorsees, who are not partners, all must indorse, unless the one 
indorsing has authority to indorse for the others 

4. Where, in a bill payable to order, the payee or indorsee is 
wrongly designated, or his name is mis-spelt, he may indorse 
the bill as therein described, adding, if he think fit, his proper 
signature 

5. Where there are two or more indorsements on a bill, each 
indorsement is deemed to have been made in the order in which 
it appears on the hill, until the contrary is proved 

229. An indorsement may either be in blank ; or s'pacml^ or 
in full 

An indorsement in blank is when the indorser simply writes 
his name, usually^ but not necessarily (1), on the back of the 
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DLStrument, and delivers it to the indorsee. Such an indorsement 
aakes the bill or note payable to bearer {a) 

The delivery may be either actual or constructive, as where 
he indorser notifies to the indorsee that he has indorsed the bill 
0 him, but yet retains it in his own possession 

(a) Peacock v. Rhodes, 2 Doug , 633. Francis v. Mott, cited in 
preceding case. Ord v. Portal, 3 Camp., 239. Low y. Copestake, 3 
0. & P., 300. Machell v. Einnear, I Stark., 499 
(1) Rex V. Bigg, 1 Stra., 18. Ex parte Yates, 27 L. J., Bkcy., 9 

230. A fecial indorsement, or an indorsement in full, is 
vhere the instrument is indorsed by name to some specific person 

The special indorsee can then only transfer it by indorsement : 
md this he may do, whether it is merely indorsed to him, or to 
lim “ or order ” 

The provisions of this Act relating to a payee apply with the 
lecessary modifications to an indorsee under a special indorsement 
Moore y. Manning, Com., 311. Acheson v. Fountain, 1 Stra., 657. 
Edie y. East India Co., 2 Burr., 1216. Cunliffe v. Whitehead, 6 
Scott, 31. Cay v. Lander, 6 0. B., 336 

281. A bill once indorsed in blank, and afterwards indorsed 
n full, is payable to bearer as regards all the parties before the 
pecial indorser : but as against the special indorser, title must be 
nade through his indorsee 

Smith y. Clarke, 1 Peake, N. P. 0., 296. Leonard v. Wilson, 2 
Cr. & M., 689. Walker y. Macdonald, 2 Ex., 627 

232. * When a bill has been indorsed in blank, any holder 
nay convert the blank indorsement into a special indorsement by 
vriting above the indorser’s signature a direction to pay the bill 
-0 or to the order of himself or some other person 

233. * 1. An indorsement is restrictive which prohibits the 
urther negotiation of the bill, or which expresses that it is a mere 
luthority to deal with the bill as thereby directed, and not a 
ransfer of the ownership thereof ; as, for example, if a bill be 
ndorsed Pay D. only,” or “ Pay D., for the account of X.,” or 
‘‘ Pay D., or order for collection ” 

2. A restrictive indorsement gives the indorsee the right to 
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receive payment of the bill, and to sue any party thereto that his 
indorser could have sued, but gives him no power to transfer his 
rights as indorser unless it expressly authorise him to do so 

3, Where a restrictive indorsement authorises further transfer, 
all subsequent indorsees take the bill with the same rights, and 
subject to the same liabilities, as the first indorsee under the 
restrictive indorsement 

234. There may be any number of indorsements on a bill 
or note; and if there is not room for them on the original 
instrument, an additional piece of paper may be added to it— 
called an allonge — ^which requires no stamp 

236, A mis-spelling does not necessarily avoid an indorse- 
ment 

Leonard v. Wilson^ 2 Or. & M., 589 

236. Every indorser is in the nature of a new drawer 

Penny v. Innes^ 10, M. & E., 441. Allen v. Walker, 2 M. & W. 

317 

237. He contracts that if the drawee does not at maturity 
pay the bill, he will, on receiving due notice of dishonour, pay 
the holder the sum which the drawee ought to have paid, together 
with such damages as the law allows as an indemnity 

Swe V. Pomjpe, 8 0. B., N. S., 538 


238. A person who accepts or indorses a blank bill or note is 
liable for any amount the stamp will cover 

Pussell V. Langstaffe, 2 Doug., 514. TJsher v. Dauncy, 4 Camp., 
97. Pasmore v. North, 13 East , 517. Snaith v. Mingay, 1 M. & 
S., 87. CrucMey v, Clarance, 2 M, & S., 90 Collis v. Emet, 1 H. 
Bla., 313. Schultz v. Astley, 2 Bing., N. 0., 644 

239. An indorser admits the signature and capacity of every 
prior party (a), but he does not warrant them 

(a) Lambert v. Pack, 1 Salk., 127. Williams v. Seagrave, 2 
Barnard., 82. Cnohlow v. Pairy, 2 Camp , 182. Free v. SawkinSf 
Holt., N, P 0., 650. Macgregor v. Bhodes, 25 L. J., Q. B., 318 
(5) East India Co, v. Tritton, 3 B. & 0., 280 
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240. If Dwo persons, not partners, are the payees of a bill or 
ote, both must indorse 

Carvick v. Vickery ^ 2 Doug , 653ii 


241. * Where a bill purports to be indorsed conditionally the 
ondition may be disregarded by the payer, and payment to the 
adorsee is yalid, whether the condition has been fulfilled or not 

242. A bill may be indorsed conditionally, and if, after such 
onditional acceptance, the drawee accepts it and pays it without 
he condition being fulfilled, he is liable to pay it again to the 
layee 

Rol>ertson v. Kensington^ 4 Taunt., 30 

243. * Where a bill is negotiated back to the drawer, or to a 
)rior indorser, or to the acceptor, such party may, subject to the 
)rovisions of this Act, re-issue and further negotiate the bill, but 
le is not entitled to enforce payment of the bill against any 
ntervening party to whom he was previously liable 

Unless there are special circumstances which would prevent 
hem from suing him 

Wilders v. Stevens, 15 M. & W., 208. Morris v. Walker, 15 
Q. B., 589. Boulcott v. Woodcott, 16 M. & W., 584, Williams v. 
Clarke, 16 M. & W.* 834 

244. An indorser may exempt himself from liability by 
dding the words sans recours,^ or without recourse to me,” 
>r similar words 

He may also exempt himself from personal liability to his 
mmediate indorsee by an agreement, written or oral 

But this would not affect a holder for value without notice 

Fike V, Street, 1 M. d; M., 226. Thomjpson v. Clubley, 1 M. W., 
212. Oastrigue v, Buttigeig, 10 Moore, P. 0. Ca., 94 

245. Striking out an indorsement intentionally discharges 
he indorser (a) : but not if done by mistake (p) 

(a) Fairclough v. Pavia, 9 Ex., 690 

(5) Wilkinson v. Johnson, 3 B. 4? 0., 428 
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S46, A trust may be expressed on tbe face of the bill, or ia 
the indorsement 

Evans v. Gramlington^ Cartli., 5. Snee v. Prescottf 1 Atk,, 247. 
Ancher y. Bank of England, 2 Dong., 637. Edie v. East India Co., 
2 Burr., 1227. Treuttel v. Sarandon, 8 Taunt., 100. Sigourney v. 
Lloyd, 8 B. & 0., 622 ; affirmed, 5 Bmg., 525 

247. The transferee of a bill held in trust cannot retain it 
against the true owner (a) : and if the acceptor is obliged to pay 
it, he may recover the amount from the depositary (&) 

(a) Qoggerly v. Cuthhert, 2 N. E., 170. Evans v. Kymer^ 1 B. & 
Ad., 628. Robson y. Rolls, 1 M. & Bob , 239 
(5) Bleadon y. Charles, 7 Bmg., 246 

248. If a person holds a bill or note merely as the agent of 
another person, he has only the title of his principal 

Solomons y. Bamik of England, 13 Bast., 135 

249. 1. If an indorsee gives value for a bill which has been 
refused acceptance, without knowledge of the fact, he has the 
usual remedies against the parties to it (a) 

2. But if he takes it with knowledge that it has been refused 
acceptance, he can only charge his immediate indorser (b) 

(a) O^Keefe y Dunn, 6 Taunt , 305 ; affi., 6 M & S., 282. White- 
head y. Walker, 9 M. & W., 506 ; 10 M &W,, 696 
(5) Crossley y. Ram, 13 East., 498. Bartlett y. Benson, 16 M. 
& W., 696 

260.* 1. Where a bill is negotiable in its origin it continues 
to be negotiable until it has been {a) restrictively indorsed or (&) 
discharged by payment, or otherwise 

2. Where an overdue bill is negotiated, it can only be nego- 
tiated subject to any defect of title affecting it at its maturity, and 
thenceforward no person who takes it can acquire or give a better 
title than that which the person from whom he took it had 

3. A bill payable on demand is deemed to be overdue, within 
the meaning and for the purposes of this section, when it appears 
on the face of it to have been in circulation for an unreasonable 
length of time. What is an unreasonable length of time for this 
purpose is a question of fact 

4. Except where an indorsement bears date after the maturity 
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the bill, every negotiation is primd facie deemed to have been 
fected before the bill was overdue 
5. Where a bill which is not overdue has been dishonoured, 
ly person who takes it, with notice of the dishonour, takes it 
bject to any defect of title attaching thereto at the time of dis- 
)nour, but nothing in this sub-section shall affect the rights of a 
)lder in due course 


Lost Instruments 

261. ^ Where a bill has been lost before it is overdue, the per- 
►n who was the holder of it may apply to the drawer to give him 
lother bill of the same tenor, giving security to the drawer, if 
quired, to indemnify him against all persons whatever, in case 
le bill alleged to have been lost shall be found again 

If the drawer, on request as aforesaid, refuses to give such 
uplicate bill, he may be compelled to do so 

# 

262. In any action or proceeding upon a bill, the Court, or a 
udge, may order that the loss of the instrument shall not be set 
p, provided an indemnity be given, to the satisfaction of the 
iourt or Judge, against the claims of any other peison upon the 
istrument in question 


On the Property in Instruments Lost or Stolen 

253. If any negotiable bill, note, obligation, or security for 
loney be lost or stolen, the finder or thief cannot retain it against 
lie true owner, or recover against the parties to it 

Anonymous, 1 Ld. Eaym., 738. Greenstreet v. Carr, 1 Camp., 
651. Bum V. MoiriSy 3 L. J., N. S., Ex., 193. 

254. But if such finder or thief, or if a person holding such 
ecurity as Agent (1) for the owner of it, pass it away or pledge 
2) it for value, and the transferee is ignorant of the fraud, such 
anocent holder, or pawnee for value, may retain it against the 
rue owner, and has a right of action against all the parties to it 

Bank Notes. Anon.^ 1 Ld. Raym., 738. Miller v. Bace, 1 Burr., 
45*2. Lowndes v. Andeison^ 13 East., 130, Beckwith v. Correll' 
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2 0. & P., 261 ; XI Moo., 335. Snow v. Sadler, 11 Moo., 606. 
Eapkael v. Bank of England, 17 0. B., 161 

Oiieques. Grant y. Vaughan, 3 Burr., 1516. Carlon v. Ireland, 
6 El. <fe Bl., 765. Eothschild v. Coiney, 9 B. & 0., 388. Watson v. 
Russell, 3 B. <& S , 34; 5 B. S., 968 
Bills of Exchange. Peacock v. Rhodes, 2 Doug , 633 Lawson v. 
Weston, 4 Esp , 66. Crook v. Jadis, 6 C. P., 191 ; 3 Nev. <fe Man., 
257. Backhouse v. Hamson, 3 Nev. & Man , 188. Goodman v. 
Bayvey, 4 A. & B., 870. XJth&i v. Rich, 10 A. & E., 784. May v. 
Chapman, 16 M, & W., 355. Thiedeman v. Goldschmidt, 1 D. G-. 
E. cfc G , 4 

NaYy Bills. Goldsmid y. Gaden, 1 B. P., 649 

Exchequer BiUs. Wookey y. Pole, 4 B. & Aid , 1 

Foreign Transferable Bonds. Qorgier v Mieville, 8 B. & 0., 45. 

(1) Bank of Bengal y. Macleod; Id. y. Fagan, Moo , P. 0., 36, 61 

(2) Collins V. Martin, 2 Esp., 620 ; 1 B. & P., 648. Jones Y. 
Beppercorne, 1 John., 430 

Scrip for Foreign Bonds. Goodwin v. Roharts, L. E., 10 Exch., 367 

266. But if the transferee knows at the time of taking the 
instrument that it has been lost or stolen (1), or if he hnows that 
the person he takes it from has no authority to sell or pledge it (2)> 
or if it be taken for an illegal consideration (3), he cannot retain it, 
or recover on it, even though he has given full value for it 

(1) Bwn Y. Morris, 8 L. J. N. S., Ex , 193 

(2) Maclish y. EUns, Say ,73. Ti euttel y. Sarandon, 1 Moo., 
643. Foster y. Pearson, and Stephens y. Foster, 1 0. M. B , 849. 
Fancouity. Bull, 1 Bing , N. 0., 681 Willis y. Bank of England, 
4 A. & E., 21. Whistler v. Forster, 14 0. B., N. S., 248 

(3) Wynne y. Callander, 1 Buss., 293 

266. But if the instrument be not negotiable, or if the 
transferor held it as Trustee, or if he acquired or transmitted it 
by means of a forgery, the innocent holder, or pawnee for value, 
has only the equities of the transferor, and cannot retain it against 
the true owner, or recover on it 

Manningford y. Toleman, 1 Coll , 0. 0., 235. Moore y. Jervis, 2 
OoU., 0. 0., 60. Lang y. Smith, 7 Bing., 284. Partridge y. Bank 
of England, 9 0. B., 408. Smith v. Mercer, 6 Taunt , 76. Ball y. 
Fuller, 5 B. 0., 750 Roharts v. Tucker, 16 Q. B., 560. EbdaiU 
V. Lanauze, 1 Y. & 0., 394. Johnson y. Wilde, 3 Bing, N. 0., 225. 
Whistler y. Forster, 14 0. B., N. S., 248 
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On Presentment for Payment 

257.* Subject to the provisions of this Act, a bill must be 
Lilly presented for payment. If it be not so presented, the 
Irawer and indorsers sliall be discharged 

A bill is duly presented for payment which is presented in 
iccordance with the following rules : — 

1. Where the bill is not payable on demand, presentment must 
De made on the day it falls due 

2. Where the bill is payable on demand, then, subject to the 
:)rovisions of this Act, presentment must be made within a reason- 
ible time after its issue in order to render the drawer liable, and 
within a reasonable time after its indorsement, in order to render 
ihe indorser liable 

In determining what is a reasonable time, regard shall be had 
to the nature of the bill, the usage of trade with regard to similar 
bills, and the facts of the particular case 

8. Presentment must be made by the holder or by some person 
authorised to receive payment on his behalf at a reasonable hour 
on a business day, at the proper place as hereinafter defined, 
either to the person designated by the bill as payer, or to some 
person authorised to pay or refuse payment on his behalf if with 
the exercise of reasonable diligence such person can there be found 

4. A bill is presented at the proper place ; — 

{a) Where a place of payment is specified in the bill and the 
bill is there presented 

(&) Where no place of payment is specified, but the address of 
the drawee or acceptor is given in the bill, and the bill is there 
presented 

(/j) Where no place of payment is specified, and no address 
given, and the bill is presented at the drawee’s or acceptor’s place 
of business, if known, and if not, at his ordinary residence, if 
known 

(d) In any other case, if presented to the drawee or acceptor 
wherever he can be found, or if presented at his last known place 
of business or residence 

5. Where a bill is presented at the proper place, and after the 
exercise of reasonable diligence, no person authorised to pay or 
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refuse payment can be found there, no further presentment to the 
drawee or acceptor is required 

6. Where a bill is drawn upon, or accepted by two or more 
persons who are not partners, and no place of payment is specified, 
presentment must be made to them all 

7. Where the drawee or acceptor of a bill is dead, and no place 
of payment is specified, presentment must be made to a personal 
representative, if such there be, and with the exercise of reasonable 
diligence he can be found 

8. Where authorised by agreement or usage a presentment 
through the post office is sufficient 

268. Demand must be made even though the drawee or 
acceptor is bankrupt {a) ; or even if he declares in the presence 
of the drawer that he will not pay the bill (h) 

(a) Hussell v. Langstaffe^ 2 Doug., 614. Nicholson v. Gouthit, 2 
H. Bla., 610. Bx^arte Johnstone^ 1 Mont., & Ayr., 622. Esdatle 
v. Sotoerly^ 11 Bast., 114 
(&) Bx parte Bignold, 1 Deac., 728 

259. Presentment for payment is not necessary to charge the 
guarantor of a bill or note 

Hitchcock V. Humfrey, 5 M. & G., 659. Walton v. Mascallf 13 M. 
& W., 453. Warrington v. Furhor, 8 East., 242 

260. Usance is a period which in early times was appointed 
as the usual time between different countries 

When usance is a month, half usance is always fifteen days 

Usance between London and — 

1. Aleppo, Altona, Amsterdam, Antwerp, Brabant, Bruges, 
Flanders, Q-eneva, Germany, Holland, the Netherlands, Lisle, 
Paris, and Rouen— is one month 

2. Spain and Portugal— two months 

8. Italy — ^three months 

261. Where a promissory note is in the body of it made pay- 
able at a particular place, it must be presented for payment at 
that place in order to render the maker liable. In any other case, 
presentment for payment is not necessaiy in order to reader the 
maker liable 
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2. Presentment for payment is necessary in order to render 
the indorser of a note liable 

3. Where a note is in the body of it made payable at a par- 
ticular place, presentment at that place is necessary in order to 
render an indorser liable ; but when a place of payment is indi- 
cated by way of memorandum only, presentment at that place is 
sufficient to render the indorser Hable, but a presentment to the 
maker elsewhere, if sufficient in other respects, shall also suffice 

262. If the acceptor of a Bill or the maker of a Note 
changes his residence, he is bound to leave funds on the premises 
no meet the bill 

Brown v. Maedermot, 5 Esp , 265. Samderson v. Judge, 2 H., 
Bl., 610. Baxter v. Jonee, 1 M. & G., 83. BCine v. Allely, 4 B. cfe 
Ad,, 624 

263. '* 1. Delay in making presentment for payment is excused 
when the delay is caused by circumstances beyond the control of 
the holder, and not imputable to his default, misconduct, or 
negligence. When the cause of delay ceases to operate present- 
ment must be made with reasonable diligence 

2. Presentment for payment is dispensed with — 

(a) Where, after the exercise of reasonable diligence, present- 
ment, as required by this Act, cannot be effected 

The fact that the holder has reason to believe that the bill 
will, on presentment, be dishonoured, does not dispense with the 
necessity for presentment 

(^) Where the drawee is a fictitious person 

(c) As regards the drawer where the drawee or acceptor is not 
hound, as between himself and the drawer, to accept or pay the 
hill, and the drawer has no reason to believe that the hill would 
he paid if presented 

(d) As regards an indorser, where the bill was accepted or 
made for the accommodation of that indorser, and he has no 
reason to expect that the hill would be paid if presented 

(e) By waiver of presentment, express or implied 

264. Promissory notes, payable on demand, are often in- 
tended to be continuing securities : and whether any unnecessary 
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delay has taken place in presenting them for payment, must be 
determined, in each case, by the Court and Jury 

Brooks V, Mitchellf 9 M. & W., 15. Chartered Mercantile Bank 
India, disc., v. Dickson, L. R., 3 P.O., 674 

On the Extinguisliment of Bills and Notes 

266. The liability of parties to Bills and NTotes may be 
discharged and extinguished by Waiver or Discharge, by 
Release, and by Payment and Satisfaction, Jndg- 
mexM;, Execution, and Merger 

Of Waiver 

266. ’^ 1. ‘When the holder of a Bill at or after its maturity 
absolutely and unconditionally renounces his rights against the 
acceptor the Bill is discharged 

The renunciation must be in writing, unless the Bill is de- 
livered up to the acceptor 

2. The liabilities of any party to a Bill may in like manner 
be renounced by the holder before, at, or after its maturity ; but 
nothing in this section shall affect the rights of a holder in due 
course without notice of the renunciation 

267. If the waiyer be not for the whole amount and un- 
conditional there must be a consideration 

Paiker v. Leigh, 2 Stark., 228. Owen V. Pizey, 11 W. R. 0. 

P., 21 

Of Release 

268. A Release under seal may be giyen which requires no 
consideration 

269. 1. The Release of a Debt by one of the several joint 
Creditors discharges the Debtor from his liability to all the 
Creditors {a) 

2. But if the release is given in fraud of the other Creditors 
the Courts will set it aside (Jb) 



LAW OF CREDIT, BILLS AND NOTES 565 

S, If a Creditor gives a release of the Debt to one of the 
several joint Debtors, the Debt is extinguished and all the joint 
Debtors are discharged (c) 

4. A covenant not to sue one joint Debtor is a release to him ; 
but it does not discharge the other joint Debtors {d) 

5. Where deeds are drawn releasing one of several joint 
Debtors, but expressly reserving the remedies against the others, 
the Oouits invariably hold them to be mere covenants not to sue 
the Debtor, but not a release of the debt {d) 

(a) Buddock^s Case, 6 Co., Eep., 25a. Jacomh v. Harwood, 2 Ves., 
sen., 267. Bai ker v. Bichardson, 1 Y. & Jer., 362. Webb v. Hewitt, 
L. E., 7 Eq., 28 

(h) Bayne v. Bogers, Doug., 407. Hickey v. Bait, 7 Taunt., 40. 
Jones V. Heibeit, 7 Taunt., 42. Legh v. Legli, 1 B. & P., 447. 
Innell v. Newman^ 4 B. Aid., 419. Manning v. Cox, 7 J. B., 
Moore, 617. Sargent t. Wedlake, 11 0. B., 372. Bawstone v 
Gandell, 15 M. <& W., 305. Barker v. Bichardson, 1 Y. & J., 362. 
Ex jparte Morrison, 33 L. J., Bkcy., 47. Be Bothonier v. Be Matuis, 
E. B. & E., 461 

(c) Y. B., 21 Edw., 4, 81, o. 33. Co. Litt,, 232a. Fotoell v. 
Forrest, 2 Wms. Saund., 48. Clayton v. Kynaston, 2 Salk., 574. 
Wankford v. Wankford, 1 Salk., 300. Cheetium v. Waid, 1 B & 
P,, 630. Evans v. Brembridge, 2 K. & J., 174. Nicholson v. Bevdl, 
4 A. & E., 675. Brice v. Barker, 4 E. & B., 760 
(4) Lacy v, Kinaston, 1 Ld. Eaym., 690. Fitzgerald v. Trant, 11 
Mod., 254. Bean v. Newhall, 8 Tx., 168. Hutton v. Eyre, 6 Taunt., 
289. Solly V. Foi bes, 2 Bro. & B., 38. Thompson v. Lack, 3 0. B., 
240. Biice v. Barker, 4 E. & B., 750. Walmesly v. Cooper, 11 A. 
& E., 216. Keanley v. Cole, 16 M. & W., 128. Henderson v. 
Stobait, 5 Ex., 99. Willis y. Be Castro, 4 0. B., N.S., 216. Owen 
V. Homan, 4 H. L. Ca., 1037. Bateson v. Gosling, L. E., 7 0. P., 9. 
Green v. TFinn, L. E., 7 0. P., 28 : aff , 4 Oh. Ap., 204. Keys v. 
Elkins, 5 B. & S., 240. Andrew v. Macklin, 6 B. & S., 201 


270. 1. A covenant not to sue for a limited time is not a 
•elease and cannot be pleaded in bar (a) 

Unless it is expressly provided in the deed that it may be 
fleaded in bar (b) 

{a) AijUffy. ScrimsUere, 1 Show,, 46. Beux v. Jeffeiies, Crc. 
Eliz , 352. Smith v. Maplebach, 1 T. E., 446. Burgh v. Breston, 8 
T. E., 486. Thimhlehy v. Barron, 3 M. & W., 210 
(6) Walker v. Neville, 34 L. J., Ex. 73 
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871. A release after the bill is due discharges all the parties, 
prior to the releasor 

2. But a release before the bill is due, though good between 
the parties, does not invalidate the claims of an indorsee for value 
without notice of the release 

Dod V. Edwards, 2 0. <fe P., 602 

272. A release given to the drawee before acceptance is void 
Erage v. better, 1 Ld. Eaym., 65. Ashton v. Freestun, 2 Scott., 

N. B., 173. Hartley v. Manton, 5 Q.B., 247 

273. A creditor who releases a debt cannot retain any 
securities he holds for the debt 

Shepherd’s Touchstone (Preston), 342. Cowper v. Green, 7 M. & 
W., 633 

Of Payment, Discharge, and Satisfaction 

274. 1. The words Payment, Discharge, and Satisfaction 
are not synonymous 

Payment, pacatio, is anything which is taken as an equivalent 
in exchange for something else, and which appeases or estops a 
right of action for a time, but it is not necessarily a final dis- 
charge, or a satisfaction 

Thus a BiU or ITote taken for or on account of” a debt ; for 
goods sold and delivered ; or a Bill taken in renewal of a previous 
one ; is payment for the time being, because the vendor has 
agreed to take it as an equivalent for the goods or Bill ; but it is 
not a satisfaction until the Bill is paid. If the second Bill is not 
given and accepted expressly in satisfaction of the former bill, the 
holder may sue for interest on the first 

Louvriere v. Laubray, 10 Mod , 37. Holdipp v, Otway, 2 Wms. 
Saund., 103 b, n. (e). Kearslake v. Morgan, 5 T. R., 613. Tapley 
V. Martens, 8 T. B., 461. Flimley v. Westley, 2 Bing., N. 0., 240. 
Thome v. Smith, 10 0. B., 669. Belshaw v. Bush, 11 0. B., 191. 
Jones Y. Broadhxvrst, 9 0. B., 173. Stedman y. Gooch, 1 Esp., 
N. P. 0., 3. Lewis y. Lystei , 4 Bowl , 377. Bottomley y. Nuttall, 
5 0. B., N, S., 122. Ford y. Beech, 11 Q B , 854. Maillard y. 
Luke of Argyll, 6 Scott, N. B., 938. Mercer v. Cheese, 6 Scott, 
N. B., 664. Griffiths y. Owen, 13 M. <fe W., 68. James v. Williams, 
13 M. & W,, 828. Brice v. Pj ice, 16 M. & W., 232. Kendi ick v. 
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ZomaXy 2 0. & J., 405. Simon v. Zloyd^ 2 0. M. & B., 187. Fii- 
kinson v. Casey y 7 T. R., 713. Bx paite Barclay y 7 Yes., 697- 
Bishop V. RoioCy 3 M. & S., 362. Ditton v. BimmeVy 1 Bmg., 100. 
London and Birimngham and 5. Staffoidshiie Banky in re, 34 L J., 
Oh., 418. Lumley v. MnsgravCy 5 Scott, 230. Lumley v. Hudsony 
6 Scott, 238 

276. If, however, the security is dishonoured at maturity, 
and is in the possession of the plaintiff, the original debt remains 
in force, and may be sued for 

Fuckford v. Maxwelly 6 T. R , 62. Owenson v. iLro?se, 7 T. E,, 
64. Swinyaid v. BoweSy 5 M. <fe S., 62. Van Wart v. Woolley y 3 
B. <fc 0 , 439. don V. JETaWon, 4 Bmg., 454. Sayer y, Wagstaffy 
6 Beav., 423. Maillaid y, Buke of Argylly 6 Scott, N. R., 938. 
Valpey v. Oaksey, 16 Q. B., 941 

276. The word Payment ” does not mean a final and ab- 
solute extinguishment of the debt 

‘^Satisfaction” is the only legal term which means a final 
and absolute extinguishment of the debt (a) 

If a creditor takes a bill or note in “ satisfaction ” and dis- 
charge of a debt (b) ; or if he takes a bill or note “ for or on 
account of” a debt, and commits laches by not getting it paid in 
due course (c): it is a satisfaction and extinguishment of the debt 

If he has once consented to accept a bill in “ satisfaction ” of 
a debt, he cannot revoke his consent {d) 

(a) Maillard v. Duke of Argylly 6 Scott, N. R., 938. Kemp v. 
Watty 15 M. <fc W., 672. Macdoioall v. Boydy 17 L. J., Q. B., 295. 
Bottomley v. Nuttally 6 G. B., N, S., 122 

(&) Sard Y. Rhodes t 1 M. & W., 153. Lewis v. Lyster, 5 Bowl., 
377 

(c) 9 3 Anne (1704), o. 9, s. 7 

(d) Hardman v. Bellhousey 9 M. & W., 600 

277. Whether a security is given “ for and on account of ” 
or in “ satisfaction ” of a debt is a question for the Jury 

Goldshede v. Cottrelly 2 M. & W., 20. Sihtree v, Tripp y 45 M. dn 
W.. 23 

278. * 1. A bill is discharged by payment in due course by or 
on behalf of the drawee or acceptor 

“ Payment in due course ” means payment made at or after 
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the maturity of the hill to the holder thereof in good faith, and 
without notice that his title to the bill is defective 

2. Subject to the provisions hereinafter contained, when a bill 
is paid by the drawer or an indorser it is not discharged ; but — 

(a) Where a bill payable to, or to the order of, a third party 
is paid by the drawer, the drawer may enforce payment thereof 
against the acceptor, but may not re-issue the bill 

(5) Where a bill is paid by an indorser, or where a bill pay- 
able to drawer’s order is paid by the drawer, the party paying it 
is remitted to his former rights as regards the acceptor or ante- 
cedent parties, and he may, if he thinks fit, strike out his own and 
subsequent indorsements, and again negotiate the bill 

3. Where an accommodation bill is paid in due course by the 
party accommodated, the bill is discharged 

279. Paying a security before it is due does not discharge 

the debtor 

Da Silva v. Fuller 

280. Payment should be made to the holder, or his agent : 
but it is sufficient if the funds reach him 

Field 7. Oarr, 6 Bing., 13 

281. The party paying a bill has the right to demand it (a): 
receipted (5): which imports primd facie that it has been paid 
by the acceptor («) 

(a) Hansard v. Fohinson^ 7 B. & 0., 90. Poioell v. Boach, 6 
Esp., 76. Alexander v. Strong, 9 M. & W., 733. Cornes 7. Taylor, 
10 Ex., 441 

(&) 43 Geo. in (1803), c. 126, 0. 5 

(c) FJiel 7 . Vanhatenberg, 2 Camp., 431. Scholes 7. WaUby, 
Peaie, 27 

282. If a person accepts and pays a bill tinder a mistake of 
facts, he may recover it back 

KendM v. Wood, L. E., 6 Ex., 24S 

283. Payment of a bill or note to a person who holds through 
a forged indorsement does not discharge the debtor 

East India Co, v. Tiitton, 3 B. & 0., 280. Smith Mctcer, 6 
Tauut., 76- Bobarts 7. Tucker, 13 Q B., 676 
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284. 1. If a creditor having the option of receiving cash 
from a principal chooses to take a security, that is a “satisfaction” 
of his debt (a) 

But not from an agent (&) 

(a) Strong v. Hao «, 6 B. 0., 160. Smith v. Ferrand, 7 B. & 0.. 
19. Anderson v. Hillies, 12 0. B., 499. MoMnson v. Read^ 9 
B. & 0., 494 

(h) Marsh v. Redder^ 4 Camp., 257. Everett v. Collins, 2 Camp. 
515 

286. A creditor may transfer his debt against another person 
to a creditor of his own, by the consent of the common debtor ; 
and if the arrangement is consented to by aU the parties, it is a 
“ satisfaction ” of the first creditor’s debt 

Braoton Lib. iii., o. 2, s. 13. Tatloch t. Harris, 3 T. R., 174. 
Fairhe v. Renton, 8 B dSi: 0., 400. Cooiofoot v. Gurney, 2 M. & Sc., 
482. Hodgson v. Anderson, 3 B. <& C,, 842 

286. Payment may be demanded at any reasonable hour of 
the day on which the bill or note is due, and if refused, notice of 
dishonour may be given 

But the acceptor or maker has the whole day to pay, and if he 
pays the instrument on the day, the notice is void 
Hai tley v. Case, 4 B. & 0., 339 

287. Payment of an accommodation bill by the drawer ex- 
tinguishes the bill 

Lazarus v. Cowie, 2 Q. B., 459. Cooh v. Lister, 32 L. J., 0. P-k 
121 

288. I. Payment by the debtor of a smaller sum is not 
satisfaction of a larger sum due (a) 

2. But payment by a stranger may be (b) 

B. Or a negotiable security given by a debtor (c) 

(a) RxnneVs Case, 5 Co. Rep., 117. Adams v. Ta.pling, 4 Mod., 
88. Fletcher v. Sutton, 5 East., 230. Watteis v. Smith, 2 B & Ad., 
889. Beaumont v. Greathead, 2 0. B., 294. Smith v. Rage, 15 
M. & W., 683. Rerry v. Attwood, 6 E & B., 691 
{h) Welhy v. Drake, 1 0. & P., 557. Henderson v. Stoibart, 5 Ex., 
89 

(c) SiUree t. Trijpjp, 15 M. 6s W., 23 
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289* An agreement not to sue for a limited time does not 
suspend the right of action on a bill or note 

Ford V. Beech, 11 Q. B., 842. Moss v. Mali, 6 Ex , 50 Wehh 
V. Spicer, 13 Q. B., 894.; ajBE. m Dom. Proc., as Salmon v. Webb, 3 
H. L., Ca., 610 

290. A set off, or a part payment in cash and part set off, is 
now payment of a bill or note 

36 & 37 Viot. (1873), c. 66, s. 25, § 11 

291. Payment by a stranger, or any other party, to a bill is 
not payment by the acceptor ; unless made for or on his account, 
and ratified by him (a) 

A banker who has re-discounted a bill accepted by his cus- 
tomer, payable at his bank, may pay the bill either as indorser or 
as agent for the acceptor, and take time to consider in which 
capacity he does so (Jb) 

(а) Deacon v. Stodhart, 2 M. & G., 817. Jones v. Broadhurst, 
9 0. B., 173. Randall v. Moon, 12 0 B., 261. Qoodioin v. Cremer, 
22 L. J., Q. B., 30. Kemp v. Balls, 10 Ex,, 607. Agra and Mas- 
terman^s Bank, v. Leighton, L. R., 2 Ex., 56 

(б) Pollaid T. Ogden, 3 T. &B., 459 

292. Taking a co-extensive security of a higher nature in 
lieu of a bill or note, ‘‘ merges or extinguishes it : but unless it 
is strictly co-extensive it will not 

Amell Y Baker, 15 Q B., 20. Bell t. Banks, 3 M. G., 358. 
King V. Roare, 13 M. <fe W., 494. Sharpe v. Gibbs, 5 0. B., N. S., 
527 

293. Judgment recovered on a bill or note extinguishes the 
original debt of the defendant, and all parties jointly liable with 
him 

But without satisfaction it does not extinguish the plaintiff’s 
claim against other parties not jointly liable with the defendant 

Nor between a prior party to whom the plaintiff after judgment 
returns the bill, and the defendant 

A judgment recovered against one joint and several debtor is 
no bar to an action against another joint and several debtor 

Claxton V. Sioift, 2 Show , 441* King v. Hoare, 13 M. W., 
494. Taileton v. Atlhnsen, 2 A ife E., 32 
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294. Discharging a party from execution is a satisfaction of 
the debt from all parties who are sureties for him, but not of those 
parties who are not 

Hayling v. Nutlmll, 2 W. Bla., 1285. English y. Earley ^ 2 B. 

61. Clarh y. Clement, 6 T. R., 525. Mayhew y. Cnckett, 
2 Swans, 190. Michael y. Myers, 6 M. cS; O., 702 

296. * When a bill payable to order on demand is drawn on a 
banker, and the banker on whom it is drawn pays the bill in good 
faith, and in the ordinary course of business, it is not incumbent 
on the banker to show that the indorsement of the payee, or any 
subsequent indorsement, was made by or under the authority of 
the person whose indorsement it purports to be, and the banker 
is deemed to have paid the bill in due coarse, although such 
indorsement has been forged or made without authority 

298.* When the acceptor of a bill is or becomes the holder of 
it, at or after its maturity, in his own right, the bill is discharged 

297. * 1. Where a bill is intentionally cancelled by the owjier 
or his agent, and the cancellation is apparent thereon, the bill is 
discharged 

2. In like manner any party liable on a bill may be discharged 
by the intentional cancellation of his signature by the holder or 
his agent. In such, case any indorser who would have had a right 
of recourse against the party whose signature is cancelled, is also 
discharged 

8. A cancellation made unintentionally, or under a mistake, 
or without the authority of the holder, is inoperative ; but where 
a bill, or any signature thereon, appears to have been cancelled, 
the burden of proof lies on the party who alleges that the can- 
cellation was made unintentionally, or under a mistake, or without 
authority 

Upon MTotice of Dishonour 

298. * 1. A bill is dishonoured by non-payment (a), when it 
is duly presented, for payment and payment is refused, or cannot 
be obtained, or (^), when presentment is excused and the bill is 
overdue and unpaid 



570 THEOBY AND PBACTICE OF BANKING 


2. Subject to tbe provisions of this Act, when a bill is dis- 
honoured by non-payment, an immediate right of recourse against 
the drawer and indorsers accrues to the holder 

299.* Subject to the provisions of this Act, when a bill has 
been dishonoured by non-acceptance, or by non-payment, notice 
of dishonour must be given to the drawer and each indorser, and 
any drawer or indorser to whom such notice is not given is dis- 
charged; Provided that — 

1. Where a bill is dishonoured by non-acceptance, and notice 
of dishonour is not given, the rights of a holder in due course, 
subsequent to the omission, shall not be prejudiced by the omission 

2. Where a bill is dishonoured by non-acceptance, and due 
notice of dishonour is given, it shall not be necessary to give 
notice of a subsequent dishonour by non-payment, unless the bill 
shall in the meantime have been accepted 

800.* Notice of dishonour, in order to be valid and effectual 
must be given in accordance with the following rules : — 

1. The notice must be given by or on behalf of the holder, or 
by or on behalf of an indorser who, at the time of giving it, is 
himself liable on the bill 

2. Notice of dishonour may be given by an agent, either in 
his own name or in the name of any party entitled to give notice, 
whether that party be his principal or not 

3. Where the notice is given by or on behalf of the holder, it 
enures for the benefit of all subsequent holders, and all prior 
indorsers who have a right of recourse against the party to whom 
it is given 

4. Where notice is given by or on behalf of an indorser en- 
titled to give notice, as hereinbefore provided, it enures for the 
benefit of the holder and all indorsers subsequent to the party to 
whom notice is given 

5. The notice may be given in writing, or by personal com- 
munication, and may be given in any terms which sufSoiently 
identify the bill, and intimate that the bill has been dishonoured 
by non-acceptance or non-payment 

6. The return of a dishonoured bill to the drawer, or an 



LAW OV CREDIT, BILLS AND NOTES 571 

Indorser, is, in point of form, deemed a snfStcient notice of dis- 
honour 

7. A written notice need not he signed, and an insufficient 
written notice may be supplemented and validated by verbal com- 
munication. A misdescription of the bill shall not vitiate the 
notice unless the party to whom the notice is given is, in fact, 
misled thereby 

8. Where notice of dishonour is required to be given to any 
person, it may be given either to the party himself, or to his agent 
m that behalf 

9. Where the drawer or indorser is dead, and the party 
giving notice knows it, the notice must be given to a personal 
representative, if such there be, and with the exercise of reasonable 
diligence he can be found 

10. Where the drawer or indorser is bankrupt, notice may be 
given either to the party himself or to the trustee 

11. Where there are two or more drawers or indorsers, who 
are not partners, notice must be given to each of them, unless one 
of them has authority to receive such notice from the other 

12. The notice may be given as soon as the bill is dishonoured 
and must be given within a reasonable time thereafter 

In the absence of special circumstances notice is not deemed 
to have been given within a reasonable time unless — 

(a) Where the person giving and the person to receive notice 
reside in the same place, the notice is given or sent off in time to 
reach the latter on the day after the dishonour of the bill 

(h) Where the person giving and the person to receive notice 
reside in different places, the notice is sent off on the day after 
the dishonour of the bill, if there be a post at a convenient hour 
on that day, and if there be no such post on that day, then by the 
next post thereafter 

13. Where a bill, when dishonoured, is in the hands of an 
agent, he may either himself give notice to the parties liable 
on the bill, or he may give notice to his principal. If he give 
notice to his principal, he must do so within the same time as if 
he were the holder, and the principal, upon receipt of such notice, 
has himself the same time for giving notice as if the agent had 
been an independent holder 

, 14. Where a party to a bill receives due notice of dishonour, 
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he has, after the receipt of such notice, the same period of time 
for giving notice to antecedent parties that the holder has after 
the dishonour 

15. Where a notice of dishonour is duly addressed and posted, 
the sender is deemed to have given due notice of dishonour, not- 
'withstanding any miscarriage by the post office 

1. Delay in giving notice of dishonour is excused 
where the delay is caused by circumstances beyond the control of 
the party giving notice, and not imputable to his default, mis- 
conduct, or negligence. When the cause of delay ceases to operate 
the notice must be given with reasonable diligence 

2. Notice of dishonour is dispensed with — 

(a) When, after the exorcise of reasonable diligence, notice as 
required by this Act cannot be given to or does not reach the 
drawer or indorser sought to be charged 

(b) By waiver express or implied. Notice of dishonour may 
be waived before the time of giving notice has arrived, or after 
the omission to give due notice 

(c) As regards the drawer in the following cases, namely, (1) 
where draw^er and drawee are the same person ; (2) where the 
drawee is a fictitious person, or a person not having capacity to 
contract ; (3) where the drawer is the person to whom the bill is 
presented for payment ; (4) where the drawee or acceptor is as 
between himself and the drawer under no obligation to accept or 
pay the bill ; (5) where the drawer has countermanded payment 

(^2) As regards the indorser in the following oases, namely, (1) 
where the drawee is a fictitious person, or a person not having 
capacity to contract, and the indorser was aware of the fact at 
the time he indorsed the bill ; (2) where the indorser is the person 
to whom the bill is presented for payment ; (3) where the bill was 
accepted or made for his accommodation 

802.’"^ The notice should describe the instrument, so that it 
may not be confounded with any other 

But minor mistakes will not invalidate the notice, so long as 
the bill or note can be identified 

Messenger v. Southey^ 1 Scott, N R., 180. Stockimn v. Parr, 11 M. 

& R., 809 Metier bh v. Btppcnt 7 Ex . 678. Bromage v. Vaughan^ 9 Q, 
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B., 608. Harplam. r, Ckildy 1 F. & F., 652. Btaucham.^ v. Cash^ 1 D, 
& Ry.. N. P., 3 

308.* Notice of dishonour need not state on whose behalf 
payment is applied for, nor where the bill is lying ; mistakes on 
these points will not invalidate it {a ) : nor the omission of a sig- 
nature, so long as it appears that the notice came from the proper 
quarter (Jb) 

(a) WoodtUrpe v. Lawes, 2 M. & W., 109. Sousego v. Gowne, 2, 
M. Ss W., 348. JSarrison v. Buscoe, 15 M. W., 231. Bowlands T. 
Springjett, 14 M. & W., 7 
ip) Maxwell v. Biain^ 10 Jur , N. S., 777 

804.^ The letter should be addressed particularly to the per- 
son’s residence ; and not generally to a large town : unless the 
drawer has dated it so 

Walter v. Haynes^ R. & M , 142. Mann v. Moors^ 1 R. & M,, 249, 
ClarU V. Sharpe^ 3 M & W., 166. Siggers v. JBiowne, 1 M. & Rob., 
620. Burmester v. Barron^ 17 Q. B., 828. HeioiU v. Thompson^ 1 M. & 
Rob., 543 

305.* Some evidence must be given that the notice was 
actually posted 

JShilieck V. QarUtt, 7 Q. B., 846. Metherington y. Kemp,, 4 Camp., 
194. jSdwhes v. Salter, 4 Bmg., 716. Langdon y. EvUs, 6 Esp., 156. 
Stocken y. Collin, 7 M. & W., 615 

806.* It may be sent by special messenger; and, under 
peculiar circumstances, the expenses of the messenger have been 
allowed 

Dohee y. Eastioood, B C, Ss P., 250. Bancroft t, Kail, Holt, N. P , 
476. Pearson v. Orallan, 2 Smith, 404. Homego T. Cowne, 2 M. & 
■W.,348 

307.* The notice should be sent to the party’s residence, or 
place of business : unless otherwise directed 

Skelton y. Braithwaite, 8 M. & W., 252. Cioss v. Smith, 1 M. Ss S., 
546. Bancroft y. Mall, Holt, N. P., 476. Allen y. Mmundsqn, 2 Ex., 
719. Mousego v. Cowne, 2 M & W., 348. Cromwell v. Eynson^ 2 Esp., 
611. Stedman v. Oooch, 1 Esp., 4 

808. A stranger (a); or a party discharged by Imlm {b)i 
cannot give notice 
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{a) Stewart r, Kennett^ 2 Camp , 177. JSast y. SmitJii 16 L. J., Q. 
B., 292 

(5) Harrison v. Bmcoe^ 16 M. tfe W., 231 

309. ITotice may be given by the holder or any party to all 
the preceding parties 

FisTier y. Kiei aw, 4 Camp., 87 

310. 1. If the parties live in the same town notice must be 
sent so as to be received on the day following dishonour: unless 
the party sending it is unable to ascertain the address of the other 
parties in time (<aj) 

2. If the parties live in different towns notice must be posted 
BO as to go on the day after dishonour (&) 

(a) Smith Y. MuUett, 2 Camp., 208. Jameson y. Smnton^ 2 Taunt., 224. 
WiJMams y. Smithy 2 B. Aid., 500, Fowler y. Hendon^ 4 Tyrw., 1002. 
Hilton Y. Fairdough, 2 Camp., 633. HarhisTdre y. FarTcer, 6 }]last., 3. 
Fodh Y, HicaSi 1 Scott, 600. Fdmonds v. Gates^ 2 Jur., 183. Bateman 
Y. Joseph^ 2 Camp., 461. GladweU v. Turner ^ L B , 6 Ex., 69 

(6) Williams v Smithy 2 B Ad., 496. Qeill v. Jeremy^ M. & Mai., 
61. Hawkes v. Salter^ 4 Bing., 716. WhgJit v. Shawcrosst 2 B. & Aid., 
601n, Miers y. Bj own^ 11 M. & W., 872 

311. Notice may be given on the day of dishonour 

Burhridge y. Manners^ 3 Camp., 193, Fx jgarte Moline^ 19 Ves., 216. 
Hint Y. Allely, 4 B. & Ad,, 624 

312. 1. If the holder gives notice to all parties, he must do 
so within the time limited to give notice to his immediate indorser 

2. Each indorser is entitled to notice and to a day to transmit 
it to the indorser {a) 

8. If any indorsee fails to give notice to his indorser all the 
prior parties are discharged : unless the holder has preserved his 
remedy against them by giving him notice as above (&) 

(а) Bowe v Tij^er, 13 C, B , 249. Hilton v. Shepherd^ 6 East, 14n. 
Smith Y. Mudettf 2 Camp., 208. Marsh y, Maxioelly 2 Camp , 210. 
Jameson y. Swinson, 2 Taunt. 224. Turner y. Leae% 4 B. & Aid , 451 

(б) Marsh y. Maxwell^ 2 Camp., 209. Hilton v. Slejiherd^ 6 East, 14u. 
^%th Y. Mullettj 2 Camp., 208 

313. A banker who holds a bill for collection is, for the 
purpose of notice, a distinct holder, and has a day to give notice 
to his customer ; and the customer has a day to give notice to the 
other parties 
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Lav^daU v. Trimmer. 15 East., 291. Bi ay y Batlwen, 5 M. & S., 6S. 
Fnth V. Thrush^ 8 B. & 0., 387. Scott v. Lij^ord^ 9 East , 347, Haynes 
V. Birls^ 8 B. & P., 599 

314. Where a hill passes through several branches of the 
same bank, each branch is a separate bank for giving notice 

Corlettv. Jhnes: dode Baihi/, 1% }£. & "W , 61. Woodland '7. Fear, 
7E. &B., 619 

816, Notice to an agent for this purpose is sufficient ; but 
aot to a person’s general solicitor 

Cross y. Smithy 1 M & S., 545 

310. A creditor who holds a bill as collateral security is 
bound to present and give notice 

Seacock y. BarseU^ 14 C. B., N. S., 728 

317, A person who guarantees a bill or note, is not entitled 
to notice of dishonour unless he incurs special damage by such 
want of notice 

Warrington v FurloTf 8 East., 242. PJiiLi;ps v Asthngsj 2 Taunt , 206. 
Holhroto y. Wilkins, IB & 0., 10. Van Wart y. Woolley, 3 B. & 0., 439. 
Walton V, Mascall, 13 M. & W., 72. Hitchcock y. Humfrey, 6 SL. Ss G-., 
659. Murray y. Hing, 5 3. & Aid., 165 

318, The death or bankruptcy of the drawer or acceptor 
does not excuse want of notice 

Bussell y. Langstaf, 2 Doug , 514. EsdaUe y. Sowerby, 11 East, 114. 
Boultbee y, Stubbs, 18 Ves., 21. Housego y. Qowne, 2 M & W , 348. Fx 
jgarte Moline, 19 Yes., 216. Bhode v Proctor, 4 B. & 0 , 517. FJx^aite 
Johnson, 3 D. <fc Ch., 433. Eoa parte Chappie, 3 Deac , 218. Hicholson v. 
Couthit, 2 H. Bla., 609. Lafitte y. Blatter, 6 Bing., 623 

319, 1. If any party to a bill or note, with a knowledge 
that laches has been committed, and that he is legally free, 
expressly promises to pay it entirely or partially, such promise is 
binding (a) 

2. But not if he makes such promise without such know- 
ledge (5) 

(a) Vaughan y. FuUer, 2 Stra, 1246. Hopley Y.Dufiene, 15 East., 
275. Lundle v. Bobiiison, 7 Bast, 231. Haddock v. Bury, 7 East, 236. 
Hodge v. Fillis, 3 Camp , 463, Anson v Bailey, BuU , N P , 276. Wilks 
y. Jacks, Peake, 202. Horford v. Wilson, 1 Taunt., 12 Gibbon v. Goggan, 
2 Camp , 181. Potter y. Payioorth, 13 East, 417. Wood y. Biomi, 1 
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Stark., 217. Hopes v. Alda^ 6 East, 16n. Eogeis v. Sfep7iens,2 T. B., 
718. Dixon v. Elliott^ 5 C, P., 437, Stevens v. LijncTi^ 12 East, 38. 
Taylor v. Jones^ 2 Camp , 105 Fletcher v. Froggatt^ 2 0. P., 669 Qimson 
T. Mei», 1 B. &? C., 193. Robey v. Qihert, 6 H. & N., 536. Norns v 
Solomonson^ 4 Scott, 257 

(6) Qoodall Y. Dolley, 1 T. B., 712. Rlesard v. Hirst, 5 Burr., 2670 

320. A party who is entitled to receive notice of dishonour 
and does not, is discharged from all liability, either on the note 
or the consideration 

Bridges v. Berry, 3 Taunt., 130. Sovsard t. Palmer, 8 Taunt., 277 

321. A drawer who has no funds in the hands of the 
drawee, or has previously instructed him not to pay, is not en- 
titled to notice of dishonour 

Dennis t, Mornce, 3 Esp , 168. ExB v- Heajg, D, & E., N. P. C., 59. 
Brett T, Levett, 13 East, 214 

322. Notice of dishonour may be waived by agreement of 
the parties 

Phijpson y. EnelUr, 4 Camp,, 285. Hill v Heaja, I). <fc R., N. P. 0., 67 

323. 1. If the drawer of a bill, or the payee of a note, has 
no funds in the hands of the drawee, or maker, he is not entitled 
to notice of dishonour {a) 

2. But if he had any reasonable expectation that the bill or 
note would be paid by the drawee, or maker, he is entitled to 
notice (Z?) 

S. An indorser is entitled to notice in all cases (c) 

{a) BicTzerdike v. Bollman, 1 T. R,, 406. De Berdet v. Atkinson, 2 H. 
Bla., 336. Legge v. Thorpe, 12 East, 176. Staples v. O' Kines, 1 Esp., 
332. Ooiney v. Mendez des Aster, 1 Esp , 301. Callot v. Haigh, 3 Camp., 
281. Clandge v, Dalton, 4 M. & S., 226. Walwyn v. St. Quentin, 1 B. 
Sz P., 662. Thomas v. Fenton, 2 B. & C , 68. Fitzgerald v. Williams, 6 
Bmg., N. C., 68. Terry v. Parler, 6 A. & E., 602 Eenible v. Mills, 1 M. 
Ss G-., 757. Carew v., Duclworih, L E , 4 Ex., 313 

(b) Orr V. Maginnia, 7 East, 859. Bladkan v. Doren, 2 Camp., 503, 
Hammond v. Dufrene, 3 Camp., 145. Robson v. Gibson, 3 Camp , 334, 
Tlwchray y. Blackett, 3 Camp , 164. Rucker y, Hiller, 16 East, 43. 
Spooner y. Gardiner, 1 B. & M , 48. Ex pan te Heath, 3 V. (fc Bea., 240 
Lafitte y. Slatter, 6 Biug., 623. Glaridge v Dalton, 4 M. <fc S., 22b. 
Cory y Scott, 3 B. <fc Aid., 619. Hoi ton v. Ptclei ing, SB & C., 610 

(c) Nicholson y. Gouthit, 2 H Bla., 610. Esdaile y. Soweiby, 11 East, 
114. Willes y. Jaols, Peake, N. P. C , 202. Smith y Bechet, 13 East, 187. 
Brown y. Majffey, 15 East, 216. Carter y Flower, 16 M. Ss W., 749 
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S24._ If the drawer of a bill makes it payable at his own 
nouse, it is presumed to be an accommodation bill, and he is not 
entitled to notice of dishonour 

Sharjs V. Bailey, 9 B. & C., 44 

325. Notice need not be given to a transferor of the instru- 
ment, without indorsement 

^ Unless the instrument was taken for and on account of a pre- 
existing debt, which is not a sale of the bill : if, Lherefore, the 
bill is dishonoured, his liability revives, and he is entitled to notice 

And allowance for time for giving him notice will be given for 
transmitting notice to prior parties 

Van Wart ▼. Woolley, 3 B, & 0., 439. Swinyard y, Bowes, 5 M. & 
S., 62 

826. When parties are jointly liable on a bill, notice to one 
is notice to all 

Borthouse y, JParher, 1 Camp., 83 

827* The owner must, in all cases, give notice of dishonour 
in reasonable time 

But delay in giving notice may be excused if he is ignorant of 
the addresses of the preceding parties : or other circumstances 

But he must use all diligence to discover them 

Whether he has used due diligence or not is, in all cases, a 
question for the jury 

Bateman y. Joseph, 12 East, 433. Browning y, Kinnear, Qow, 81, 
Baldwin v. Bichardson, 1 B. & 0., 245. Siggers t. Browne, 1. M. <fc. Bob., 
620, JSewitt y Thompson, 1 M. & Bob., 543. Chapcott v. Curlewia, ^ M, 
6c Bob., 484. Beveridge v, Bwrgis, 3 Camp., 262. Frith v. Thrush, 8 B. 
Sc C„ 387. Dixon v. Johnson, 1 Jur., N. S., 70. Allen Fdmundson, 2 
Ex., 719. Sturgess v. Derrick, Wight., 76 

828,* 1. Where an inland bill has been dishonoured, it may, 
if the holder think fit, be noted for non-acceptance or non-payment, 
as the case maybe; but it shall not be necessary to note or protest 
any such bill in order to preserve the recourse against the drawer 
or indorser 

1. Where a foreign bill, appearing on the face of it to be 
such, has been dishonoured by non-acceptance, it must be duly 
protested for non-acceptance, and where such a bill, which has not 

VOL. II pp 
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been previously dishonoured by non-acceptance, is dishonoured by 
non-payment, it must be duly protested for non-payment. If it 
be not so protested, the drawer and indorsers are discharged. 
Where a bill does not appear on the face of it to be a foreign bill, 
protest thereof, in case of dishonour, is unnecessary 

3. A bill which has been protested for non-acceptance may be 
subsequently protested for non-payment 

4. Subject to the provisions of this Act, when a bill is noted 
or protested, it must be noted on the day of its dishonour. When 
a bill has been duly noted, the protest may be subsequently 
extended as of the date of the noting 

5. Where the acceptor of a bill becomes bankrupt, or insolvent, 
or suspends payment before it matures, the holder may cause the 
bill to be protested, for better security against the drawer and 
indorsers 

6. A bin must be protested at the place where it is dishonoured: 
Provided that— 

(a) When a bill is presented through the post ofiSce, and 
returned by post dishonoured, it may be protested at the place to 
which it is returned, and on the day of its return, if received 
during business hours, and if not received during business hours, 
then not later than the next business day : 

(&) When a bill, drawn payable at the place of business or 
residence of some person other than the drawee, has been dis- 
honoured by non-acceptance, it must be protested for non-payment 
at the place where it is expressed to be payable, and no further 
presentment for payment to or demand on the drawee is necessary 

7. A protest must contain a copy of the bill, and must be 
signed by the notary making it, and must specify— 

(a) The person at whose request the bill is protested : 

(J) The place and date of protest, the cause or reason for 
protesting the bill, the demand made, and the answer given, if 
any, or the fact that the drawee or acceptor could not be found 

8. Where a bill is lost or destroyed, or is wrongly detained 
from the person entitled to hold it, protest must be made on a 
copy, or written particulars thereof 

9. Protest is dispensed with by any circumstance which would 
dispense with notice of dishonour. Delay in noting or protesting 
is excused when the delay is caused by circumstances beyond the 
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control of the holder, and not imputable to his default, misconduct, 
or negligence. When the cause of delay ceases to operate, the bill 
must be noted or protested with reasonable diligence 


Measure of Damages of a Dishonoured Bill 

329.* Where a bill is dishonoured, the measure of damages, 
which shall be deemed to be liquidated damages, shall be as 
follows : 

1. The holder may recover from any party liable on the bill, 
and the drawer, who has been compelled to pay the bill, may 
recover from the acceptor, and an indorser, who has been com- 
pelled to pay the bill, may recover from the acceptor, or from the 
drawer, or from a prior indorser — 

{a) The amount of the bill: 

(&) Interest thereon, from the time of presentment for pay- 
ment, if the bill is payable on demand, and from the maturity of 
the bill in any other case : 

{c) The expenses of noting, or, when protest is necessary, and 
the protest has been extended, the expenses of protest 

2. In the case of a bill which has been dishonoured abroad, 
in lieu of the above damages the holder may recover from the 
drawer or an indorser, and the drawer, or an indorser who has 
been compelled to pay the bill, may recover from any party liable 
to him, the amount of the re-exchange, with interest thereon, 
until the time of payment 

3. Where, by this Act, interest may be recovered as damages, 
such interest may, if justice require it, be withheld, wholly or in 
part, and where a bill is expressed to be payable with interest at a 
given rate, interest as damages may or may not be given at the 
same rate as ‘interest proper 


Acceptance and Payment supra protest^ or for Honour 

330. Protest for non-acceptance and non-payment is in 
complete disuse for inland bills, but it is necessary for foreign 
bills ; but not for foreign promissory notes which are not intended 
for general circulation throughout the world 

PB S 
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331/ 1, Where a hill of exchange has been protested for 
dishononr by non-acceptance, or protested for better security, and 
is not overdue, any person, not being a party already liable thereon, 
may, with consent of the holder, intervene and accept the bill 
mjpra protest^ for the honour of any party liable thereon, or for 
the honour of the person for whose account the bill is drawn. 

2. A bill may be accepted for honour for part only of the 
sum for which it is drawn 

3. An acceptance for honour supra protest in order to be valid 
must — 

(a) Be written on the bill, and indicate that it is an acceptance 
for honour : 

(V) Be signed by the acceptor for honour 

The acceptance may be in this form — Accepted supra protest 
in honour of A. B.” 

4. Where an acceptance for honour does not expressly state 
for whose honour it is made, it is deemed to be an acceptance for 
the honour of the drawer 

5. Where a biU payable after sight is accepted for honour, its 
maturity is calculated from the date of the noting for non- 
acceptance, and not from the date of the acceptance for honour 

The drawee may refuse to accept it generally ; but he may 
accept it supra protest for the honour of any party to it 

A bill which has been accepted supra proteht for the honour of 
one party may be accepted supra protest by another person for the 
honour of another party to it 

The holder is not bound to take an acceptance for honour 
Mitfoid V. Walcott j 1 Ld. Raym , 575 

The holder at maturity must present the bill to the drawee, 
who may in the meantime have received funds to pay it 

If the drawee refuses payment the holder must then have the 
bill protested for non-payment, and it should then be presented to 
the acceptor for honour 

332*. 1. The acceptor for honour of a bill by accepting it 
engages that he will, on due presentment, pay the bill according 
to the tenor of his acceptance, if it is not paid by the drawee, 
provided it has been duly presented for payment, and protested 
for non-payment, and that he receives notice of these facts 
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2. The acceptor for honour is liable to the holder and to all 
parties to the bill subsequent to the party for whose honour he 
has accepted 

833.* 1. Where a dishonoured bill has been accepted for 
honour m'pra ;protes% or contains a reference in case of need, it 
must be protested for non-payment before it is presented for pay- 
ment to the acceptor for honour, or referee in case of need 

2. Where the address of the acceptor for honour is in the same 
place where the bill is protested for non-payment, the bill must be 
presented to him not later than the day following its maturity ; 
and where the address of the acceptor for honour is in some place 
other than the place where it was protested for non-payment, the 
bill must be forwarded not later than the day follo'vving its maturity 
for presentment to him 

8. Delay in presentment or non-presentment is excused by 
any circumstance which would excuse delay in presentment for, 
payment or non-presentment for payment 

4, W^'hen a bill of exchange is dishonoured by the acceptor 
for honour it must be protested for non-payment by him 

334.* 1. Where a bill has been protested for non-payment^ 
any person may intervene and pay it mpr a protest for the honour 
of any party liable thereon, or for the honour of the person for 
whose account the bill is drawn 

2. Where two or more persons offer to pay a bill for the 
honour of different parties, the person whose payment will dis- 
charge most parties to the bill shall have the preference 

3. Payment for honour supra protest, in order to operate as 
such and not as a mere voluntary payment, must be attested by a 
notarial act of honour which may be appended to the protest or 
form an extension of it 

4. The notarial act of honour must be founded on a declara- 
tion made by the payer for honour, or his agent in that behalf, 
declaring his intention to pay the bill for honour, and for whose 
honour he pays 

a Where a bill has been paid for honour, all parties sub- 
sequent to the party for whose honour it is paid are discharged, 
but the payer for honour is subrogated for, and succeeds to. both 
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the rights and duties of, the holder as regards the party for whose 
honour he pays, and all parties liable to that party 

6, The payer for honour on paying to the holder the amount 
of the bill and the notarial expenses incidental to its dishonour is 
entitled to receive both the bill itself and the protest. If the 
holder do not on demand deliver them up he shall be liable to the 
payer for honour in damages 

7. Where the holder of a bill refuses to receive payment supra 
protest he shall lose his right of recourse against any party who 
would have been discharged by such payment 

835. The acceptor sujpra protest is bound by the same 
admissions as bind the party for whose honour he accepts 
Phillips V. Im Thurut Ij. B., X 0. P., 463 


830. The acceptor supra protest acquires all the rights of 
the party from whom he receives the bill ; except that he dis- 
charges aU the parties after the one for whose honour he takes it 
up, and he cannot indorse it over 

Ex parte Wacherlatht & Yes. 374. Ex parte Swan, L. E., 6 
EU., 844 

837, Payment for the honour of any party puts the person 
in the place of an indorsee from that party: he may, therefore, 
either send notice of dishonour to all parties himself, or he may 
send it to the party for whom he pays, and that party may send 
notice in due course 

Goodall v. Polhill, 1 0. B., 233 


Form of Protest which may le used when the Services 
of a Notary cannot le obtained 

838. Know all men that I, A. B. [householder], of 
in the county of , in the United Kingdom, at the request 

of 0. i)., there being no Notary Public available, did on the 

day of , 188 , at demand payment 

£or acceptance] of the Bill of Exchange hereunder written, from 
to which demand he made answer [state answer, if any,] 
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wherefore I now, in the presence of Q, E. and /. Z"., do protest 
the said Bill of Exchange 

(Signed) A. B, 

J K. } 

ST.B. — ^The Bill itself should he annexed, or a copy of the Bill^ 
and all that is written thereon should be underwritten 

On the Order of Lialility of the Parties to a Bill or Note 

339. The parties on a Bill are never, and the parties on a 
Note are very frequently not, liable in an equal degree 

In a Bill the acceptor, and in a Note the maker, is the prin- 
cipal debtor, liable always and in any case to the holder ; the 
drawee of the bill or the payee of the note, and the indorsers in 
either case, are only sureties, liable only to pay on certain con- 
ditions : and a release of the debt to the principal is in all cases a 
discharge to the sureties 

Each party in succession is a principal debtor to the holder, 
and the subsequent parties are his sureties 

Thus the acceptor or maker is the principal debtor to the 
holder; and the drawer, or payee, and the indorsers are his 
sureties 

Between the holder and the drawee or payee and subsequent 
indorsers, the drawee or payee is the principal debtor, and the 
indorsers are his sureties 

So the first indorser is a principal debtor to the holder, and the 
subsequent indorsers are his sureties ; and so on in succession 

Where the payee is a different person from the drawer he 
stands in the position of first indorsee of a bill payable to drawer’s 
order 

Claridge v. DaltoUf 4 M. S., 226 

340. A discharge to any party is a discharge to all sub- 
sequent parties, because they are merely his sureties : but a 
discharge to a surety is no discharge to a principal 

Smith V. Knox^ 3 Esp., 46. Claridge v. Dalton, 4 M. <fe S., 226. 

English y. Barley ^ 3 Esp., 49. Hall Y, Cole, 4 A, E., 677. 
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341. If the holder of a bill has notice that it is an accom- 
modation bill and given without value to the drawer he must 
consider the drawer as his principal debtor, and the acceptor as 
his surety 

Daviu V. Stainhanh, 6 Be G. M. G., 679. Bailey v. Edwards^ 
4 B. & S., 671 

343. Every person who being surety for the debt or duty 
of another, or being liable with another for any debt or duty, 
shall pay such debt, or perform such duty, shall be entitled to 
have assigned to him, or to a trustee for him, every judgment, 
specialty, or other security which shall be held by the creditor in 
respect of such debt or duty, whether such judgment, specialty, 
or other security shall or shall not be deemed at law to have been 
satisfied by the payment of the debt or the performance of the 
duty ; and such person shall be entitled to stand in the place of 
the creditor, and to use all the remedies, and, if need be, and upon 
a proper indemnity, to use the name of the creditor in any action 
or other proceeding at law or in equity, in order to obtain from 
the principal debtor, or any co-surety, co-contractor, or co-debtor, 
as the case may be, indemnification for the advances made and 
loss sustained by the person who shall have so paid such debt or 
performed such duty : and such payment or performance so made 
by such surety shall not be pleadable in bar of any such action or 
other proceeding by him ; provided always that no co-surety, 
co-contractor, or co-debtor shall be entitled to receive from any 
other co-surety, co-contractor, or co-debtor, by the means afore- 
said, more than the just proportion to which, as between those 
parties themselves, such last-mentioned person shall be justly 
liable 

19 & 20 Viet. (1806), 0 , 97., s. 5 

343. In a joint and several note one party is frequently 
the principal and the others the sureties 

Evidence may be given that the holder has possession of the 
instrument with this knowledge : and therefore he must deal with 
the parties as principal and sureties 

BooUy V. Jlarradine^ 7 B. <fe B., 431. Taylor v. Burgees^ 6 H. <fe 
N., 1. Mutual Loan .Fund Aiso, v. SudloWf 28 It. J., 0. P., 103. 
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Ilayner v. Fussey, 28 L. J., Ex., 132, Greenougli t. McClelland, 30 
L. J., Q. B., 15. Oriental Financial Co, v. Overend, Gurney <& Co., 
L. B., 7 Ch. Ap., 142 

344. A legal agreement founded upon a good consideration 
to give the principal debtor time to pay, or taking a new bill from 
him in lieu of the former one, without the consent of all the 
sureties, will discharge them 

Unless the agreement contains a stipulation that the holder 
shall, on default, have judgment at as early a period as if he had 
sued him 

(а) Moss V. Mall, 5 Exch. 46. Gould t. Hobson, 8 East., 676. 
Fooley v, Marradine, 7 E. & B., 431. Taylor v. Burgess, 5 H. (Sc 
N., 1. Michael v. Myers, 6 M. (fc G-., 702 

(б) Kennard v, Knott, 4 M. <fc G., 474. Mall v. Cole, 4 A. & E., 
677. Brice v. Edmunds, 10 B. & C., 678. Mulme v. Collins, 2 
Sim., 12 

346. But a mere forbearance to sue ; or a promise not to 
sue ; or an offer to give time not acted upon ; is no discharge to 
the sureties, because it is a nudum pactum revocable at will 

Bhilpot V. JBriant, 4 Bing., 717. Bell v. Banks, 3 Scott, N. B., 
497. Mewet v. Goodrich, 2 0. <fe P., 468. Badnall v. Samuel, 3 
Price, 621, Walwyn v. St, Quentin, IB, & P., 662 

346. So, if the creditor takes a new bill, or other security, 
as a mere collateral security, and in addition to and not in lieu or 
substitution of the old one, the sureties are not discharged 

Bring v. Clarkson, 1 B. 0., 14. Twopenny v. Young, 3 B. <fc 0., 
208. Bedford v. Deakin, 2 B. & Aid., 210. Bell v. Banks, 3 M. & 
G.,258 

347. If the acceptor or any party is discharged by operation 
jOf law, as by the Bankrupt Act, it does not discharge the sureties 

Browne y, Carr, 7 Bing., 608. Langdale Barry, 2 D. cStB., 
837. Nodin V. Battic, 6 East., 147 

848. So, if the creditor expressly agrees with the principal 
debtor that the sureties shall not be discharged, they are not 

349. If the creditor agrees with the principal debtor to 
give time to the surety, the surety is discharged 
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Oriental Financial Oo. 7 . Oeerenl, Ourney & Co., Ii. K., 17 Ch., 
Ap. 142 

On Foreign Bills, and Bills drawn in Sets, Parts, or Ctgpies 

860.* 1. Where a bill is drawn in a set, each part of the set 
being numbered, and containing a reference to the other parts, 
the whole of the parts constitute one bill 

2. Where the holder of a set indorses two or more parts to 
different persons, he is liable on every such part, and every in- 
dorser subsequent to him is liable on the part he has himself 
indorsed, as if the said parts were sepai-ate bills 

8. Where two or more parts of a set are negotiated to different 
holders in due course, the holder whose title first accrues is as 
between such holders deemed the true owner of the bill ; but 
nothing in this sub-section shall affect the rights of a person who 
in due course accepts or pays the part first presented to him 

4. The acceptance may be written on any part, and it must 
be written on one part only 

If the drawee accepts more than one part, and such accepted 
parts get into the hands of different holders in due course, he is 
liable on every such part as if it were a separate bill 

5. When the acceptor of a bill drawn in a set pays it without 
requiring the part bearing his acceptance to be delivered up to 
him, and that part at maturity is outstanding in the hands of a 
holder in due course, he is liable to the holder thereof 

6. Subject to the preceding rules, where any one part of a bill 
drawn in a set is discharged by payment, or otherwise, the whole 
bill is discharged 

361. Every transferor ought to deliver over to his trans- 
feree all the parts in his possession: but if a subsequent transferee 
takes one part from his transferor without demanding the re- 
maining parts, he cannot sue au indorser prior to his own who 

has not got them 

Pinard 7. Kloekman, 3 B. & S., 388 

362, If the drawee pays one part of the bill with a forged 
indorsement, ho is still liable to pay the real holder of another 
part 


Cheap 7. Uarley, 8 T. B., 127 
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863, If a foreign bill is refused acceptance or payment, it 
is necessary, in order to charge the drawer, to have it protested (a) 

But a protest is not necessary on a foreign promissory note (b) 
(a) Borough v. Berhins, 2 Ld. Eaym., 993. Bogers v. Stephens, 

2 T. E., 713. Gale v. WaUh, 5 T. E., 329. Orr v. Maginnis, 7 
East., 359. Vandewall v. Tyrrell, M. & Mai., 87. Qeralopulo v. 
Wieler, 10 0. B., 690 
(5) Bonar v. Mitchell, 6 Ex., 415 

Conflict of Laws 

364.* Where a bill drawn in one country is negotiated, 
accepted, or payable in another, the rights, duties, and liabilities 
of the parties thereto are determined as follows : 

1. The validity of a bill as regards requisites in form is de- 
termined by the law of the place of issue, and the validity as 
regards requisites in form of the supervening contracts, such as 
acceptance, or indorsement, or acceptance supra protest, is de- 
termined by the law of the place where such contract was made 

Provided that— 

(a) Where a bill is issued out of the United Kingdom it is not 
invalid by reason only that it is not stamped in accordance with 
the law of the place of issue : 

(&) Where a bill, issued out of the United Engdom, conforms, 
as regards requisites in form, to the law of the United Engdom, 
it may, for the purpose of enforcing payment thereof, be treated 
as valid as between all persons who negotiate, hold, or become 
parties to it in the United Engdom 

2. Subject to the provisions of this Act, the interpretation of 
the drawing, indorsement, acceptance, or acceptance supra protest 
of a bill, is determined by the law of the place where such contract 
is made 

Provided that where an inland bill is indorsed in a foreign 
country, the indorsement shall, as regards the payer, be inter- 
preted according to the law of the United Engdom 

3. The duties of the holder with respect to presentment for 
acceptance or payment, and the necessity for or sufidciency of a 
protest, or notice of dishonour, or otherwise, are determined by 
the law of the place where the act is done or the bill is dis- 
honoured 
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4. Wliero a bill is drawn out of, but payable, in the United 
Kingdom, and the sum payable is not expressed in the currency 
of the United Kingdom, the amount shall, in the absence of some 
express stipulation, be calculated according to the rate of exchange 
for sight tofts at the place of payment on the day the bill is 
payable 

5. Where a bill is drawn in one country, and is payable in 
another, the due date thereof is determined according to the law 
of the place where it is payable 

SupplemBniary 

366. * A thing is deemed to be done in good faith, within 
the msaning of this Act, where it is in fact done honestly, whether 
it is done negligently or not 

356.* 1. Where; by this Act, any instrument or writing is 
required to be signed by any person, it is not necessary that he 
should sign it with his own hand, but it is sufficient if his signar 
ture is written thereon by some other person by or under his 
authority 

2. In the case of a corporation, where, by this Act, any in- 
strument or writing is required to be signed, it is sufficient if the 
instrument or writing be sealed with the corporate seal 

But nothing in this section shall be construed as requiring the 
bill or note of a corporation to be under seal 

367. * Where, by this Act, the time limited for doing any 
act or thing is less than three days, in reckoning time, non- 
business days are excluded 

“ Non-business days,” for the purposes of this Act, mean — 

(a) Sunday, Good Friday, Christmas Day: 

(J) A bank holiday, under the Bank Holidays Act, 1871, or 
Acts amending it : 

(c) A day appointed by Eoyal Proclamation as a public fast 
or thanksgiving day : 

Any other day is a business day 

368. * For the purposes of this Act, where a bill or note is 
required to be protested within a specified time, or before some 
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farther proceeding is taken, it is sufficient that the bill has been 
noted for protest before the expiration of the specified time, or the 
taking of the proceeding ; and the formal protest may be extended 
at any time thereafter as of the date of the noting 

359, * Where a dishonoured bill or note is authorised or 
required to be protested, and the services of a notary cannot be 
obtained at the place where the bill is dishonoured, any house- 
holder or substantial resident of the place may, in the presence 
of two witnesses, give a certificate, signed by them, attesting the 
dishonour of the bill, and the certificate shall, in all respects, 
operate as if it were a formal protest of the bill 

The form given in Schedule 1 to this Act may be used with 
necessary modifications, and, if used, shall be sufficient 

360, * The provisions of this Act as to crossed cheques shall 
apply to a warrant for payment of dividend 

361, * The enactments mentioned in the second Schedule to 
this Act are hereby repealed as from the commencement of this 
Act to the extent in that Schedule mentioned 

Provided that such repeal shall not affect anything done or 
suffered, or any right, title, or interest acquired or accrued before 
the commencement of this Act, or any legal proceeding or remedy 
in respect of any such thing, right, title, or interest 

362, * 1 The rules in bankruptcy relating to bills of ex- 
change, promissory notes, and cheques, shall continue to apply 
tliereto, notwithstanding anything in this Act contained 

2. The rules of common law including the law merchant, save 
in so far as they are inconsistent with the express provisions of 
this Act, shall continue to apply to bills of exchange, promissory 
notes, and cheques • 

3. Nothing in this Act, or in any repeal affected thereby, shall 
afloct — 

(a) The provisions of the Stamp Act, 1870, or Acts amending 
it, or any law or enactment for the time being in force relating to 
the revenue : 

Cb) The provisions of the Companies’ Act, 1862, or Acta 
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amending it, or any Act relating to Joint Shock Bunks, or 
Companies 

(e) The provisions of any Act relating to or confirming the 
privileges of the Bank of England, or the Bank of Ireland, 
respectively 

(d) The validity of any usage relating to dividend warrants, 
or the indorsements thereof 

363. * Nothing in this Act, or in any repeal effected thereby, 
shall extend or restrict, or in any way alter or affect the law and 
practice in Scotland in regard to summary diligence 

364. * Where any Act or document refers to any enactment 
repealed by this Act, the Act or document shall be construed, and 
shall operate, as if it referred to the corresponding provisions of 
this Act 

366.* In any judicial proceeding in Scotland, any fact 
relating to a bill of exchange, bank cheque, or promissory note, 
which is relevant to any question of liability thereon, may be 
proved by parole evidence : Provided that this enactment shall 
not in any way affect the existing law and practice whereby the 
party who is, according to the tenour of any bill of exchange, 
bank cheque, or promissory note, debtor to the holder in the 
amount thereof, may be required, as a condition of obtaining a 
sist of diligence, or suspension of a charge, or threatened charge, 
to make such consignation, or to find such caution, as the Court 
or Judge before whom the cause is depending may require 

This section shall not apply to any case where the bill of 
exchange, bank cheque, or promissory note has undergone the 
seve nnia l prescription 

On the Forgery of Bills and Notes 

366. Forgery is defined to be the making, altering, or mis- 
applying any writing with intent to defraud 

Forging bills or notes, or any part of them, as well as uttering 
them, knowing them to be forged, are each felonies, punishable 
by penal servitude for life, or for any term not less than five (1) 
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years — or by imprisonment for any term not exceeding two years, 
with or without hard labour, and with or without solitary con- 
finement 

24 & 25 Viet. (1861), c. 98, s. 22 

(1) 27 & 28 Viet. (1864), o. 47, s. 2 

367. If several persons make different parts of the instru- 
ment, they are each chargeable with forging the entire instrument, 
though they may be ignorant of each other’s proceedings 

Itex V. Bingleiji B. <fe E., C. G., 446. Rex v. Kirliwood^ 1 Hood., 
0. 0., 304. Rex v. Rade^ 1 Mood., 0. 0., 307 

368. The offence of forgery is complete without any pub- 
lication or uttering 

Elliott's Casey 1 Leach, 0. 0., 175. Crocker's Case, E. & E., 
0. 0., 97 

369. Altering the date of a Bill of Exchange after ac- 
ceptance (a); altering the place where a note is made payable 
(b): or altering the sum for which a bill or note is made pay- 
able (c), are forgeries 

(а) V. MiZZer, 4 T. E., 320. Rex y* Atkinson, 7 0, & F*, 
699 

(б) Rex V. Treble, 2 Taunt., 328 

(c) Rex V. Post, E. & E., 0. & 0., 101 

370. If a person is authorised to fill up a bill or note with 
one sum, it is a forgery to fill it up with a larger sum, or even a 
less sum, and apply the instrument to purposes different from his 
instructions 

Rex V. JSart, Mood., 0. 0., 486. The Queen v. Bateman, 1 Cox, 
0. 0., 186. The Queen v. Wilson, 1 Den., 0. 0., 284 

371. To write one's own name, with the intention that it 
should pass as the signature of another person of the same name, 
is forgery 

Meady. Joimg, 4 T. E., 28. Rex y. Parkes, 2 Leach, 0. 0., 775 

372. A person having obtained genuine signatures, wrote 
above one a promissory note ; and on the other side of the other 
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. fn that person, and so changed the 

■»“"»“«« »' ““ 

ad fche indorsement 

Bezy. ScOei, 17 State Tr., 161. 209, 229 

373 Using the genuine signature of one person in any 
my, so L to mL it fppear that it is the signature of another 

lerson of the same name, is forgery 

JUq V. BUnUmov, 1 Den., 0. 0., 276. lUg. v. MitMl, 1 Den., 
C O ,m. Beg. Rogers, 8 O. & P.. 649. Beg. t. Parte, 1 Cox.. 

0. 0., 4 

374. Discounting bills, or drawing drafts with fictitious 
lames on them, is forgery 

Dunn’* Case, 1 Leach, 67. Dotland’s Case, 1 L«^h.^. Dwtett’. 
Case, 1 Leach, 94. Taft’s Case, 1 Leach, 172. Shephards Cate, 1 
Leach, 226. Beg. v. Wardell, 3 P. <fe P., 82 


376. Signing a bill or note by procuration for another 
person fraudulently, and without lawful authority ; and uttering 
such a bill kuowing that it is so signed by procuration, without 
lawful authority, is felony, punishable with penal servitude for 
not more than fourteen and not loss than five years ; or imprison- 
ment for not more than two years, and with or without hard 
labour and solitary confinement 

24 & 26 Yict. (1864), c. 98, s. 24 


376.* Subject to the provisions of this Act, where a sig- 
nature on a bill is forged, or placed thereon without the authority 
of the person whose signature it purports to be, the forged or 
unauthorised signature is wholly inoperative, and no right to 
retain the bill, or to give a discharge therefor, or to enforce pay- 
ment thereof against any party thereto, can be acquired through 
or under that signature, unless the party against whom it is 
sought to retain or enforce payment of the bill is precluded from 
setting up the forgery or want of authority 

Provided that nothing in this section shall affect the ratifi- 
eation of an unauthorised signature not amounting to a forgery 
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877,* A debtor who pays a holder who derives his title through 
forgery is not discharged 

In Eoharts v. Tiicher (16 Q. B., 575), Mattle, J., said, that 
in his opinion if a banker is called upon to pay an acceptance of 
his customer’s, bearing several indorsements, he is entitled to 
reasonable time to inquire into their genuineness, and the title of 
the presenter 

A banker who issues cheques to his customer, payable to 
order, is not bound to inquire into the genuineness of the payee’s 
indorsement 

But any person who obtains the money from the banker by 
means of a forged indorsement is liable to the true owner of the 
cheque 

Bohhett V. JPinckett, Ex. Div., May 6, 1876 

378. A person who discounts a forged bill or note may 
recover the money back . 

Jones V. BydCt 5 Taunt., 488. Bruce v. Bruce^ 5 Taunt., 495. 
Gurney v. WoTnersly, E. <fc B., 133. Wilkinson v. Johnson^ 3 B. & 
0.,428 

379. Where bankers paid a forged acceptance of their cus- 
tomer, and did not discover the mistake the same day, they were 
held not entitled to demand it back 

In Gochs V. Masterman, the Court expressly refrained from 
giving an opinion as to whether they might have done so if the 
demand had been made the same day 

Smith V. Mercer, 6 Taunt., 76. Cocks v. Masterman, 9 B. & 0, 
902. Mather v. Lord Maidstone, 0. B., 273 

These seem to be the chief points relating to bills and notes, 
which occur in daily practice, and are most necessary to be known 


JlnJr nato is b-0iw % long irag's tork 
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